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risk of examination failure, delay 
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circumstances. This guarantee com- 
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enrols. 
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bers of students—the majority of 


whom are of average ability. There- 
fore, when the students of an insti- 
tution always head the honours list 
and secure passes above the average, 
it is conclusive proof that the instruc- 
tion imparted is of the highest 
standard possible, and the candidate 
has an excellent chance of passing 
each examination at first sitting. 


Under H.R.I. You Make No Experiment 


Assured Results, 


liberal Protective Policy, 


Tutorial Efficiency, 
safeguard the 


Stability, 
interests 


Enterprise, and a 
of each H.RJI 


student. Particulars of our Service will be gladly supplied on request 


/890 





Founded and Owned by 


Consulting Accountants 
BANK PLACE 


8 BANK HOUSE . . 
8 BARRACK HOUSE 


and at all Capital Cities. 


HEMINGWAY ROBERTSON INSTITUTE 


Hemingway & Robertson Pty. Ltd. 


Professional Tutors 

MELBOURNE 
SYDNEY 

Law@ncestos 


16 BARRACK ST 


Newcastle and 























The Australian Accountant 


Published monthly for the Commonwealth Institute of Accountants, 
The Australasian Institute of Cost Accountants, 
the New Zealand Institute of Cost Accountants (Incorporated) 


and 


2 FEBRUARY, 


Subscription : 
Per annum, 12/6 
Single copies, 1/€ 


1949 


PROFESSIONAL CONDUCT 


by 


R. F. RusHTon, F.1.¢.A., 


President, Commonwealth Institute of Accountants 


We live in a time of rapid change— 
scientific, economic, social and political. 
[t is also an age in which subtle shifts in 
the scales of social values are changing the 
pattern of human relations. In this period 
of change and unrest there is a tendency in 
some quarters to dismiss as oldfashioned 
the relation of current standards of prac- 
tice to conduct expected of a gentleman or 
to the playing of the game according to the 
rules. There is a danger then that certain 
fundamental principles of professional con- 
duct may be overlooked or even disre- 
garded. Moreover, many students and 
younger members may not be fully conver- 
sant today with these fundamental prin- 
ciples because of the interruption of their 
associations with the Institute during the 
war. From cases which have recently come 
under the notice of various Divisional 
Councils it is evident that a few of our 
members are not aware of the profession’s 
attitude towards advertising in particular. 
The purpose of these notes is to draw atten- 
tion to the underlying reasons for the 
restrictions on advertising and to explain 
the specific provisions of this Institute in 
relation to the matter. 

The first point to be observed is that 
rules of professional conduct have been 
established for the protection of the pro- 
fession as a whole and not for any particu- 
lar section of its members. Rules of con- 
duct are an essential element of organised 
ec-operation. They protect the interests 
of the group as a whole against the selfish 
interests of the individual. Each member 


who subjects himself to the discipline of 
the group receives in return a protection 
against the selfish instincts of other mem- 
bers of the group. 

The second point to be observed is that 
rules of professional conduct not only ad- 
vance the collective interests of the mem- 
bers of a profession but they add also to 
the public prestige of the profession. There 
is a great deal of truth in the saying that 
a profession is accepted by the community 
at its own valuation. If a profession 
values itself lightly, and does those things 
which indicate cheapness, it is probable 
that it will be valued accordingly by the 
community. In other words, if unpro- 
fessional practices were common among 
members of the accountancy profession, the 


* business world could hardly be blamed for 


appraising the profession at a low standard. 
Fortunately, however, the rules of conduct 
of the accountancy profession are suffici- 
ently well established for breaches of the 
accepted code to be comparatively rare. But 
the price of liberty is eternal vigilance. It 
is well, therefore, that members should be 
reminded occasionally of the provisions of 
the Articles and By-laws of the Institute 
and of their obligation to observe those pro- 
visions. 

There are sound reasons underlying all 
the rules of professional conduct. In the 
ease of advertising, restrictions have been 
imposed on ethical grounds and in the 
interests of members themselves. In all 
professions, it is considered undignified 
and unethical for a person to extol his own 
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Professional Conduct—continued. 

virtues and abilities. The professional man 
has nothing tangible to advertise as in the 
ease of a merchant. His services must be 
taken on trust and the client must rely on 
the integrity of the man with whom he is 
dealing, and measure his technical compet- 
ence by the qualifications he possesses. As 
well as upholding the dignity of the pro- 
fession, restrictions on advertising are im- 
posed for the benefit of every member, and 
particularly of the member starting out in 
practice. In other words, experience has 
shown that advertising does not pay. First, 
prospective clients are far more likely to 
seek professional assistance through per- 
sonal acquaintances than by responding to 
public advertisements. Secondly, there are 
limitations on the effectiveness of advertis- 
ing personal services in comparison with 
the attributes of tangible commodities. 
(The ineffectiveness of professional adver- 
tisements may be judged from the illustra- 
tions given below). Thirdly, if advertis- 
ing were permitted, the older, larger, well- 
established firms would be able to advertise 
on a scale which would overshadow the 
efforts of the small firm. The difficulties of 
establishing a practice would then be 
greater than they are at present. So both 
on ethical and practical grounds advertis- 
ing by a professional man is undesirable 
and inexpedient. 

By-law 26 provides that, with certain 
exceptions, ‘‘no member of the Institute 
shall advertise by any means or in any 
manner as an Accountant, or as carrying 
on any branch of the business of account- 
ancy, either in his own name, or in the 


CasE No. 1. 
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name of a firm of which he is a member.’’ 
Without limiting the generality of the 
By-Law, an advertisement is stated to 
include ‘‘any article or paragraph pub- 
lished in any newspaper, magazine, pam- 
phlet, circular or other advertising medium, 
if such article or paragraph is caleu- 
lated or designed to advertise or attract 
business’’. Advertising is stated to include: 
(i) advertising in any directory, 
whether paid for or, not; 
the insertion of a member’s name 
in block type in any directory, 
whether paid for or not; 
the inclusion on _ professional 
printed paper of matter intended 
to attract special business ; 
public or semi-public announce- 
ments, either through the press or 
by circular, unduly specifying the 
profession of the member ; or 
the insertion in _ biographical 
directories of any reference to a 
member’s professional appoint- 
ments. 

It would appear from the unambiguous 
wording of the first sentence of the By-Law 
and from the subsequent particulars of 
advertisement and advertising that there 
would be little room for doubt as to whether 
any specific form of public announcement 
violated the terms of the By-Law. Yet 
cases have occurred in which members have 
argued that specific forms of advertising 
did not constitute breaches of the By-Law. 

In respect of the two following cases, 
there was no possible doubt whatever that 
offences hadebeen committed : 


(ii) 


(iii) 


Advertisement in suburban newspaper reading as follows: 
INCOME TAX 
Have your return prepared by a Specialist. 
Write, Phone or Call for an appointment. 
NAME OF MEMBER, A.I.C.A. 


Registered 


Tax Agent—Income Tax Assessment Act 


ADDRESS. 


Case No. 2. 


Advertisement in country newspaper reading as follows :— 
NAME OF FIRM IN LARGE TYPE. 
ADDRESS. 


NAME 


OF MEMBER, A.I1.C.A. 


Licensed Company Auditor. 


Public Accountants. 


Estate Agents. 


Registered Tax Agents. 
Phone No. 
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Professional Conduct—continued. 

In both these cases, the members con- 
cerned pleaded ignorance of the provisions 
of the By-Law which lends point to this 
article stressing the need for an occasional 
reminder of the rules of conduct of the 
Institute. The examples also illustrate the 
ineffectiveness of advertising of this kind. 
As stated above, it is hardly likely that 
either advertisement would induce business 
men of any substance to seek the profes- 
sional assistance of the person who inserted 


CasE No. 3. 
‘*Dear Sir, 


We have much pleasure in informing you that Mr. 
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it. The net effect of the advertisements 
may therefore be regarded as a general 
cheapening of accounting services. 

Another blatant form of advertising is 
the circular. In cases brought to the 
notice of a Council, it is usually claimed 
that the circular was issued to a small 
group of business associates. But the word- 
ing of a circular sometimes suggests that 
it is designed for a much wider distribution 
as in the following case : 


. Att) :h... a 


member of our firm, has recently been granted a license by the Companies’ 
Auditors Board to act as a Licensed Auditor of limited companies, both 


proprietary and public. 


Under the Companies Act, only persons holding licenses from the Com- 
panies’ Auditors’ Board may be appointed to the position of Auditor in a 


Limited Company. 


Should you, at any time, consider the appointing of an Auditor with 
your company, or contemplate the conversion of your existing undertaking 
into a Proprietary or Public Company, this firm will be pleased to put the 


qualifications, knowledge and services of Mr. 


The five kinds of advertising specifically 
stated as coming within the meaning of the 


By-Law, are again clear and unambiguous. 
With one exception, breaches of these pro- 


visions are rare. There is a tendency, how- 
ever, for the implications of sub-paragraph 
(iii) to be overlooked. This largely arises 
from the number of Commonwealth and 
State Acts covering particular aspects of 
accounting work. Hence ‘‘the inclusion on 
professional printed letter paper of matter 
intended to attract special business’’ of 
such descriptions as ‘‘Registered ‘lax 
Agent’’, ‘‘Registered Trustee in Bank- 
ruptey’’, ‘‘Licensed Company Auditor’’, 
**Cost Consultant’’, ete. The General 
Council of this Institute hopes that a com- 
prehensive form of registration will soon 
replace .attempts to regulate piecemeal 
these and other specialised phases of 
accountancy. In the meantime, members 
are reminded that the use of the descrip- 
tions mentioned constitutes advertising 


Case No. 4. ‘ 


. at your disposal.’’ 


within the meaning of the By-Law. 

Attention has been drawn to the opening 
sentence of the By-Law which clearly pro- 
vides that ‘‘no member of the Institute 
shall advertise by any means’’, ete. This 
is immediately followed by a further sen- 
tence which reads :—‘‘ Any such advertise- 
ment by any firm or person in a name or 
in circumstances which imply or suggest 
that such advertisement is justified by or 
based upon the qualification of a member 
of the Institute, shall be deemed to be an 
advertisement by such member in the same 
manner as if it had been by him personally 
in his own name.’’. 

The net effect of this is that no member 
ean do indirectly anything which he is pre- 
eluded from doing directly as a member. 
In other words, he cannot register his 
practice as a firm and advertise for 
accountancy work in the firm name. The 
following case illustrates the point: 


TAXATION 
Suburban Accountancy Service. 
Manager: (Name) Reg. Tax Agent. 
Will render you prompt, friendly and efficient service. 


Address: 
Phone 


.... for appointments. 
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Professional Conduct—continued. 

In this ease, the member argued that, 
from his interpretation of the sentence, it 
appeared to him that any advertisement 
which did not carry the degree of the 
member would not be based upon his 
qualification as a member and therefore 
would not contravene the By-Law. The 
Council concerned rightly held that the 
prime consideration was that no member 


CasE No. 5. 


In matters of 
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of the Institute is permitted to advertise 
for accountancy work and, as a corollary, 
that no member shall do so indirectly. 


In another case, a local newspaper pub- 
lished an article on taxation naming a 
member as the contributor and giving his 
legal and accountancy degrees. The follow- 
ing advertisement appeared at the foot of 
the advertisement : 


TAXATION, ACCOUNTANCY 
CONVEYANCING 
Consult your local Expert 


Telephone .... 

The advertisement, having been estab- 

lished as emanating from the writer of the 
article and a member of the Institute, was 
held to be an indirect form of advertising 
in contravention of the By-Law. 

Paragraph (2) of the By-Law sets out 

certain exceptions to the general rules. 
This states that nothing in the By-Law 
shall prohibit advertisements notifying the 
following : 

(a) the name and qualification of a 
member by sign plate or sign’ writ- 
ing upon his business premises and/ 
or private residence ; 

(b) commencement of practice ; 

Case No. 6. 
‘*Dear Sir, 


‘ 
‘ 


Address 

(ec) alteration of address ; 

(d) admission or retirement of partners ; 

or 

(e) resumption of practice, 
provided that such advertisements are 
simple, direct and without display of any 
kind, and that the publication thereof, 
except in the case of paragraph (a) of this 
Clause, is limited to a period of one calen- 
dar month. 

It will be observed that such advertise- 
ments must be simple, direct and without 
display of any kind. The following cirenu- 
lar was held to contravene the terms of the 
proviso :—— 


Having just completed 30 years service as Chief Accountant of 
have now severed my connection with the company. 
It is my intention to engage in business under the above firm name early 


in the New Year, and I offer to... 


based on a wide experience of the . 


what I am sure will be a Taxation Service 
. . Industry. 


If necessary I shall arrange for a capable business partner or assistant so 
that all matters will be dealt with by ‘‘Principals’’ only. 

Taxation has now become the work of a specialist and I can unhesitatingly 
claim that with my years of accountancy experience and my knowledge of the 


intricacies of the . 
to. 


. . Industry, I can render an invaluable confidential service 


I intend to design books, inexjensive but adequate to the need of the client, 
and to keep same up-to-date quarterly, thus giving prompt clearance of returns. 
If interested, please complete slip beneath, and appointment to discuss 


matters will follow in due course.’’. 
Attention is drawn also to By-Law 27 
which is self-expanatory, namely : 
**No member in the employ of any person 
firm or company carrying on the busi- 
ness of Public Accountancy in whole or 
in part as their or its main object or in 
conjunction with any other object or 
objects, shall allow, or make, use of his 


Institute letters in any correspondence, 
reports,or advertisements, where such 
person hrm or company by whom he is 
employed advertises or canvasses for 
such business, or otherwise conducts their 
or its business in a manner which would 
be forbidden any member ordinarily in 
the practice of Public Accountaney.’’ 
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Professional Conduct—continued. 

Members most likely to be tempted to 
advertise in the ways described are younger 
members starting out in practice on their 
own account. They naturally wish to be- 
eome known as quickly as possible and are 
apt to think they can short cut the process 
by advertising. In doing so, they are com- 
mitting a gross injustice to the great 
majority of members of the profession who 
have exercised self-discipline and who have 
striven to raise the standard of the pro- 
fession to its present level. Experience has 
shown that there is no surer foundation for 
a successful practice than a good reputa- 
tion for integrity, competence and profes- 
sional dignity. 

In rounding off this article, I should like 
to draw attention to the following passages 
contained in ‘‘ Professional Ethics of Public 
Accounting’’ by John L. Carey, Secretary 
of the American Institute of Accountants. 

‘“When the early public accountants 
made the deliberate and _ irrevocable 
decision that they were, by the nature of 
their work, engaged in the practice of a 
profession, and not a business, and that 
they would aspire to public recognition as 
members of a profession, they made a bar- 
gain with society. They asked the com- 
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munity to repose confidence in their com- 
petence and integrity, and in return they 
offered to justify that confidence by main- 
taining a course of behaviour designed 
scrupulously to protect the interests of 
those who employed accountants and those 
who relied on their opinions.’’ ” 

‘To establish a custom in the business 
world of engaging professional certified 
public accountants, therefore, it was neces- 
sary to persuade businessmen that the 
accountants were interested in serving 
society, as well as in making a living; that 
their integrity was stronger than their 
acquisitive instincts; that the privileges 
and immunities which the community con- 
ferred upon them were too valuable to be 
risked for immediate cash.’’ © 

‘‘The system of professional self-disci- 
pline, thoroughly sanctioned by logic and 
common sense, is in addition firmly but- 
tressed by the ideals of good manners, fair 
play, and honor, which intelligent, decent 
men down through the ages have respected. 
These ideals are firmly rooted in tradition, 
which reflects the experience of centuries 
that he who voluntarily submits to the 
time-honored precepts of good behavior 
demonstrates his capacity for leader- 
ship.’’ 


‘COSTING AS AN AID TO EFFICIENT 
MANAGEMENT 


G. W. Briaas, A.A.C.A. 


(Being a Synopsis of a Lecture delivered before the Australasian Institute of Cost 
Accountants (West Australian Division) ) 


I have chosen my title deliberately in 
the understanding that you would appreci- 
ate a departure from the more usual forms 
of Costing lectures, and particularly as it 
associates itself very closely with my ex- 
perience as a Cost Consultant. The Cost 
Consultant sees many facets of the Indus- 
trial Sphere, and, the longer I live, the 
more I believe that sound costing is the 
basis of efficient management. Before I 
go any further it becomes necessary that 
you and I should clarify our minds on the 
meaning of ‘‘Costing’’ and ‘‘Efficiency’’. 


By Costing, I mean all these varied fac- 
tors which in total represent the cost of 
production, the collection of these by some 
method and their expression in the form of 
costing statistics for the guidance of man- 
agement. I will do my best to avoid refer- 
ence to that other necessary adjunct of 
Costing which deals with the purely finan- 
cial side and which is known to us as Cost 
Accounting. Not that I despise the subject 
(1) Page 66. 

(2) < ee 
(3) ee 
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Costing and Efficient Management—continued. 
of Cost Accounting in any way, but the 
factors there are usually for discussion 
between the Financial Accountant and the 
Cost Accountant and they are very seldom 
the concern of management. You should 
always have before you the remembrance 
that ‘‘Costing is the mirror of the past’’ 
and as such can be utilised as a guide to 
the future. 

It will become apparent as I proceed 
that I consider that the candidate for the 
high office of Cost Accountant should 
possess much more than mere financial 
ability and the ability to juggle, as the late 
Joseph Chamberlain never could, with 
those damned dots the decimal points. He 
should certainly have a sound knowledge 
of Commercial Law and Practice, and of 
Factory Organisation, whilst the possession 
of a fair working knowledge of the methods 
of production in one or more industries 
will add to his stature. In fact, he and his 
profession should be paragons of virtue 
and outstanding examples to the commer- 
cial world of today. 

Efficiency is harder to define, because it 
means so many different things to different 
people, and what is considered highly effici- 
en to one nation may be scorned as back- 
ward by another. The accepted definition 
of an efficient business is one which secures 
the highest possible output at the lowest 
possible cost in the quickest possible time, 
but a little reasoning will show you that 
even this definition is not altogether satis- 
factory. High output may be gained at 
the expense of craftmanship, low cost at 
the expense of the welfare of the worker 
as a whole and speed at the sacrifice of a 
satisfactory finish. 

The production of motor-cars in the 
early days of motoring may be considered 
inefficient in comparison with the mass pro- 
duced motor-car of modern times, but 
these early models have given, and are 
giving today, an efficiency of performance 
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unsurpassed by any model produced by 
modern methods. An Asiatic cobbler work- 
ing without the aid of modern machinery 
will produce an article that, for fit and 
wear, will outclass any turned out on the 
modern machine, although you would not 
claim that his methods were more efficient 
than, say, the Bata Shoe concern which is 
world-wide. Furthermore you have all 
seen machines which in themselves were the 
acme of efficiency until some mechanical 
defect developed and they were rendered 
useless and inept until human skill was 
able to remedy the defect. For myself, I 
prefer the definition of an efficient firm or 
business as one which ‘‘produces a useable 
article with a reasonable life and finish at 
a cost commensurate with an adequate re- 
turn to capital and labour’’. 

Having made myself clear (and I hope 
I have) on the subjects of ‘‘Costing’’ and 
‘* Efficiency’’, I will now proceed to discuss 
at some length the aid which Costing can 
afford to the achievement of efficient man- 
agement. 

I am compelled to. presuppose that the 
facts, figures and information. extracted by 
the Cost Accountant and furnished to man- 
agement will be utilised towards the desired 
end, and I believe they will, if you can 
present them in a sufficiently forcible 
manner. 

The methods by which costing can best 
be of service are: 

(1) The disclosure of waste material ; 

(2) The disclosure of waste time ; 

(3) The disclosure of waste effort; 

(4) Providing information as to the 
make-up of the profit or loss in a 
business ; 

By the extraction of true costs to 
enable management to determine 
selling price; 

Providing a sound basis for effici- 
ency comparison between different 
branches of the same industry and 
between industry and industry. 


1. DISCLOSURE OF WASTE MATERIAL. 


The ways in which materials are wasted 
in industry are nearly as numerous as the 
sands of the Egyptian desert, and some- 
times quite as mysterious. From time im- 
memorial, industry has been adjudged the 
legitimate prey for the petty pilferer and 
thief, the slovenly and careless workman 


and the deliberately unscrupulous person 
who will try anything to gain his own ends. 
If we consider the first of the tribe, it 
becomes obvious that the greatest oppor- 
tunity presents itself in the stores, especi- 
ally where adequate checking is non-exis- 
tent. Theoretically, where a system of 
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Costing and Efficient Management—continued. 
costing is in force a good stores accounting 
system can be expected also, but in practice 
it is woefully evident that they do not 
always march together. The principal 
objection by management is the financial 
cost, and the consultants of the past must 
bear a large share of the blame for this in 
that the systems devised were over-elabor- 
ate and too cumbersome to make them pro- 
fitable. Simplicity is the keynote of modern 
business, and I would urge upon you the 
necessity for simplicity (combined with 
accuracy) in any form of stores account- 
ancy you may introduce. 

I believe that the best advice I can give 
you is to say ‘‘study the requirements of 
the particular business, see how best you 
ean control the issue of materials readily 
carried away, and devise your qwn form 
of control with the maximum of security 
and the minimum of paper work’’. Much 
ean be done by observing simple rules for 
enclosing stores, providing proper bin 
facilities and excluding unauthorised 


persons from entry thereto. 


Get the storekeeper on your side, keep 
him keen and enthusiastic, show manage- 
ment from time to time how well your 
system is working, and you will receive the 
blessing and reward you deserve according 
to your work. 

In your approach to the stores problem, 
do not overlook the possibility of dead- 
stock and the slow turnover of certain 
articles because much capital tied-up there- 
in could be usefully applied elsewhere. 
Slow moving materials and dead stock are 
productive of waste because they occupy 
space which could be put to better use 
and, as I said before, they tie up capital 
which could be put to profit. If your stores 
system is working, you will soon see the 
lines which are hanging fire and judicious 
enquiry will evince evidence as to the 
actual necessity or otherwise of holding 
such stocks. With dead stock it is best to 
clear it at once; | remember taking over a 
place where I found in the stores spur gear 
wheels, cog wheels and electric motors to 
the original value of some thousands of 
pounds lying unused in a dark and dismal 
eorner of the stores. They were parts 
manufactured uselessly due to techincal 
errors of calculation in the drawing office, 
and had been discarded to the stores where 
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they had remained, heavily discounted in 
the stock lists, from year to year. When 
dragged out into the light of day, they 
were found to be useable parts, and a com- 
plete specification was issued to the draw- 
ing office with a cash bonus list for the 
utilisation of these parts in future con- 
tracts. The result was truly amazing be- 
cause, within three months, the whole of 
the dead stock had been fitted into new jobs 
at a comparatively small cost (they were 
charged out at their original cost) and a 
potentially heavy loss (actually written 
off) had been turned into a handsome 
profit. This is not told you with any idea 
of taking credit, but merely to illustrate 
what sound common sense can do when 
faced with a serious problem. 

Another source of waste materials is 
scrap, and this problem is particularly 
heavy in the engineering industry. Serap 
cannot always be avoided, but you should 
extract your figures of scrap and consult 
with the design side in an endeavour to 
minimise scrap by the issue of correct 
size, length and thickness. This problem 
is a highly technical one, but constant 
application to it will furnish your mind 
with a host of detailed information which 
will be of value to you at the most un- 
expected times. 

It naturally follows that you will endea- 
vour to find a use for the unavoidable scrap 
or its disposal at a profit. It is not so 
many years ago that ‘‘coke’’ was consid- 
ered serap from gas producing plants, 
whereas it is now a highly profitable by- 
product, and, during recent years, the un- 
sightly slag dumped all over the coal- 
mining areas of the United Kingdom has 
been utilised for the manufacture of a 
breeze-block for building purposes. All 
possible avenues must be explored, and 
never reject any idea no matter how fan- 
tastic it appears until you are doubly satis- 
fied that it is unworkable. 

The generation of power is a sad example 
of material waste; in any community of 
moderate size where electricity is gener- 
ated enough hot water from the cooling 
system to supply the whole of the com- 
munity with that comparative luxury is 
wasted. In your case, you may be sure 
that there are avenues of waste both hidden 
and exposed, which will give you food for 
thought and scope for your ingenuity. 
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Costing and Efficient Management—continued. 
Supposing you are in a concern using 
steam, you can be pretty certain of a wast- 


age of fuel (coal or oil) and, if the boiler 


is old, in all probability of a wastage of 
water also. You can verify this by check- 
ing your water consumption against the 
steam raised, and if you extract your fuel 
costs per 1,000 lbs. of steam raised, a com- 
parison with the makers’ charts will in- 
form you of any possible wastage. Here 
the human element is a big factor, and you 
should explore the channels of fuel conser- 
vation by means of fuel economisers, auto- 
matic stokers, ete., ete. The positioning 
and purpose of electric lights will give rise 
to a plan for the prevention of waste in 
electric current, and you should always 


February, 1949 


remember the little things, like ‘‘4 one- 
horse-power motors consume more current 
than one four-horse-power motor, and all in 
all, you will come out on the right side. 

Watch your issues and consumption of 
indirect materials such as cleaning rags, 
oils, grease, etc., etc., and when it is known 
that your attention is so devoted, you will 
be surprised at the sudden drop in con- 
sumption. 

If your concern operates any motor 
transport vehicles you will be able to effect 
savings in the consumption of petrol, oil 
and tyres. The exposure of the true cost 
will favour any method of reduction of 
waste, and I venture to state that in pre- 
paring your analysis of costs you will 
stumble on the obvious answer to wastage. 


2. DISCLOSURE OF WASTE TIME. 


The principal time wastages are effected 
by: 

(a) idle time; 

(b) absenteeism ; 

(c) sickness and accidents ; 

(d) industrial disputes; and, 

(e) time of non-productive labour. 
(a)' Idle time is a vexed question because 
it can arise from such a variety of causes; 
it is that portion of the productive day 
which is spent without production. Such 
time expenditure in minutes may appear to 
be of no consequence, but try keeping an 
idle time record and I have no doubt you 
will be astonished. The solution to this 
problem is no part of the Cost Accountants, 
duties and you can best be of assistance in 
keeping accurate records and bringing 
them forcibly to the notice of the manage- 
ment. 
(b) Abensteeism is a problem of modern 
times and conditions and as such it is 
largely beyond your control; it is largely 
a question of internal discipline. Should 
the incidence prove high, you might endea- 
vour to ascertain the cause or causes (the 
worker will often tell you what he would 
conceal from the manager) and the appli- 
eation of the principles of sound common- 
sense may enable you to suggest a remedy. 
I remember, during the last conflict, when 
the rate of absenteeism in a certain works 
was high, an appeal was made to the 
patriotism of the constant workers. By a 
spontaneous gesture offenders were ‘‘ham- 
mered’’ to their benches on their re-appear- 
ance in the works, their arrival at the work- 


bench being signalled by a minute’s silence. 
The most hardened of individuals cannot 
stand such treatment for very long, and 
in a very short while the malefactors were 
eured by their own workmates and absen- 
teeism left those works never to return 
during the blackest days of the war. 

(ce) Time lost through sickness and accei 
dents is much higher than is generally 
supposed because of the upset in the pro- 
duction programme of operatives other 
than those affected directly. Once again, 
this is a matter largely beyond your con- 
trol, but you can do much by keeping stat- 
istics of sickness and accident, and, in the 
ease of the latter, by recording the cause 
of accidents and perhaps by suggesting 
remedial measures. Workers’ welfare and 
their personal hygiene do not normally 
come within your province, but you are in 
an unique position to observe their reper- 
cussions on the cost of production and 
your facts can go a.long way in influencing 
management to take action. 

(d) Industrial disputes are a nightmare to 
management and cost accountant alike, be- 
cause they are very seldom foreseen and 
they usually have a disastrous effect on 
costs. You can be of most assistance if you 
can suggest to management a formula 
which will be satisfactory to both sides, 
and enable production to continue with the 
least possible disturbance and disruption. 
In this aspect I would remind you that 
you are concerned solely with costs and not 
with the rights or wrongs of the dispute; 
you owe your service and fealty to man- 
agement. 


(Continued on Page 45.) 
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Costing and Efficient Management—continued. 

(e) Non-productive labour appears to be 
a necessary adjunct to labour which is pro- 
ductive, and it tends to become a very 
heavy item in costs. When examining this 
problem you should never forget that the 
staff side of the organisation is non-pro- 
ductive also. You cannot do much with 
the staff side except to see that the struc- 
ture does not become top-heavy, but you 
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should use all your endeavours to find 
means of reducing the non-productive 
labour employed in the shops with their 
transfer to production at the earliest 
possible moment. This is a really ‘‘meaty’’ 
problem, calling for all your energies and 
ideas, and it is here that the cost accoun- 
tant, who has taken the trouble to familiar- 
ise himself with the methods of produe- 
tion, will score heavily. 


3. DISCLOSURE OF WASTE EFFORT. 


Unlike the problems of waste materials 
and waste time, this is largely a problem 
recorded by visual impressions with few, 
if any, statistics to substantiate your report. 
Waste effort is to be found almost any- 
where within the organisation and you will 
require to be on your guard against it at 
all times. 

You might tell me, justifiably, that this 
really is a part of the science of ‘‘ Motion 
Study’’ and that you, as a cost accountant, 
eannot be expected to understand or inter- 
pret that science. In principle, I agree, 
but you are a highly trained observer with 
reactions different to anyone else in the 
works, and J feel sure that in going about 
your daily avocations you will react very 


quickly to this particular problem. 

In the works, if the motions appear awk- 
ward and unnecessary, do not attempt to 
find the solution of your own volition, but 
suggest the calling in of an expert in this 
particular line, and if you find the time to 
watch him at work you will learn much. 

In the office, however, you are fully 
qualified to comment and suggest, and I 
urge you to make constructive suggestions 
on every possible occasion where waste 
effort is present in the office. Here, I would 
remind you that your own department 
should be a model for all other departments 
to follow and the inspiration of your 
leadership will be felt throughout the 
whole organisation. 


4. PROVIDING THE INFORMATION AS TO THE ACTUAL MAKE-UP OF 
PROFIT OR LOSS IN THE BUSINESS. 


This is a very important function of 


your office because the cost accountant 
carries on where the accountant leaves off ; 
the accountant indicates the profit or loss, 
the Cost Accountant explains the whys and 
the wherefores. 

It will be obvious that in any business 
dealing in more than one article it is 
possible for the profit made on one article 
to be offset by losses made on another and 
the ordinary profit and loss account in the 
financial books will never at any time dis- 
close this fact. 

You will have this information available 
from your cost accounts, and I advise the 


keeping of a separate ‘‘Costing’’ profit and 
loss account, showing the periodic profit 
or loss made on each and every article dealt 
with. To do this effectively, your costing 
profit and loss account must be reconciled 
at intervals with the financial profit and 
loss account because of items which will 
appear in one set of accounts and not in 
the other. I can only touch lightly on this 
point owing to the time at my disposal, but 
those of you who are financial accountants 
will understand my meaning. Much to my 
regret, I leave this point with you, and it 
is possible that I may be able to elaborate 
my views here on another occasion. 


5. THE EXTRACTION OF TRUE COSTS TO ENABLE MANAGEMENT TO 
DETERMINE AND FIX SELLING PRICE. 


This statement will cause you to think 
furiously, and you will be inclined to tell 
me that the factors which determine selling 
price are in no way related to the factors 
which determine cost. Move cautiously, 
particularly if you are basing your argu- 


ment on the ‘‘law of supply and demand’’. 
It is undoubtedly true that this law does 
govern the fixation of selling prices, but 
it also governs, to a major degree, the cost 
of the article. Consider for a moment !— 
when goods are scarce and the demand is 





The Australian Accountant 


Costing and Efficient Management—continued. 
great, selling prices rise; but the scramble 
for raw material to meet the demand of a 
rising market causes the price of the raw 
material to rise in sympathy. Higher 
selling prices tend to increase the cost of 
living, bringing in its train the demand for 
higher wages, this in its turn tending to 
force prices still higher. 

When the market is dull and the supply 
plentiful, keen competition forces the sell- 
ing price down, and this in turn has its 
effect on the price of raw materials and 
wages. Correct determinatign of costs is 
necessary at all times, but it is never more 
necessary than when the market is dull, 
because information is provided which will 
enable management to determine just how 
far they can go in reducing selling prices 
to keep the factory in production without 
forcing the business into a position of hope- 
less insolvency. 

The correct method to apply in the deter- 
mination of costs depends on many factors 
which are beyond the scope of a lecture 
such as this, however. I will run over a 
few of them with you and you can make 
the choice when you are faced with the 
circumstances and are in possession of all 
the facts. 

Costs 
by: 

(a) job or contract costing ; 

(b) batch costing ; 

(ec) unit costing; 

(d) process costing ; 

(e) standard costing. 

(a) Job or Contract Costing is the method 
employed where it is found impossible to 
allocate the costs correctly by any other 
means. It is not a very satisfactory 
method, because costs are not available 
until the termination of the job or contract, 
when it is usually too late to take any 
remedial measures. Each job or contract 
is given a distinctive job number and all 
material issued, all wages expended and 
other direct charges which can be traced 
to the job are duly entered against this 
job number. The correct allocation of 
factory overhead, administration overhead 
and selling and distribution overhead will 
be difficult here because there is unlikely to 
be a common base between any of the jobs 
or contracts undertaken in a given year. 
I must confess, although I do not like the 
method, that the commonest form of over- 


are most commonly determined 
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head allocation here is by adding a per- 
centage to Direct Wages, i.e., 


Annual Overhead 
<x 100 





Annual Direct Wage 

and it seems to work fairly well in the 
variety of industries where it is practised. 
The unit of measurement will be the job 
or contract, and, as in most eases an esti- 
mate will have been prepared, the results 
disclosed will indicate the correctness, or 
otherwise, of the estimate and whether this 
type of work should be continued. This 
form of cost extraction is much used by 
builders and jobbing engineers to whom it 
is particularly suited since it is seldom that 
two houses are exactly alike and similarly 
with the work undertaken by jobbing 
engineers. 


(b) Batch Costing is in reality a form of 
job costing modified for use where a par- 
ticular job can be run through the factory 
in batches and it is usual for the main 
contract cost to be prepared from the re- 
spective batch costings for finalisation. 
Take for example a contract to supply 
10,000 window frames of a particular size 
and specification. It will probably be con- 
venient to run the job through the factory 
in batches of 1,000, allocating a separate 
job number and cost extraction to each 
batch. The unit of cost is, of course, the 
batch and each batch must be clearly 
marked with its distinctive number during 
its progress through the factory to ensure 
proper allocation of costs. The benefit of 
this form of cost extraction is that it pro- 
vides a more than useful check on produe- 
tion for various shifts and periods and 
comparative information is available to 
management very much more quickly than 
would be the case if all the costs of a long 
running contract were not finalised until 
completion. A useful tip where more than 
one batch is running through the factory at 
one time is to have different coloured work 
tickets as well as different job numbers to 
avoid confusion. 

I tell you this because I well remember 
during the recent war, checking up on com- 
parative costs of front axles for Vauxhall 
vehicles in a forging works. There, job 
costing was in force for the main contract 
with batch costing used for the respective 
batches of 500 axles, but the only differ- 
ence between batches was the job numbers. 
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Costihg and Efficient Management—continued. 
It was quite a common thing to find two 
or three batches with no material charged 
out to them and then to come across a 
batch with a colossal issue of material. You 
may think the omission was not very seri- 
ous, but it was, because no adequate check 
was possible on the issue of matefial and 
for a considerable period the Government 
had been charged for material never util- 
ised on axles at all. Many weeks were 
wasted delving into matters which had 
become ‘‘dead history’’, and all this could 
have been avoided had a little care and 
forethought been taken in the first place. 
See to it, therefore, that your methods are 
‘*Sans Reproche’’ or you may find your 


eosting records are ‘‘Sans Everything’’. 


(c) Unit Costing as its name implies, 
means the ascertainment of the cost of pro- 
duction of the unit produced, and it must 
not be confused with uniform costing, 
which is a horse of a different colour. This 
form of costing is much favoured in mass 
production and in industries where large 
variations in cost are likely to arise due to 
spoilage, ete. 

It is possible to assemble units costs in 
a variety of ways, but the commonly 
accepted method is to assemble the costs 
of production over a given period and 
divide by the number of finished units 
produced giving you the cost per unit of 
production. Variations in the cost per unit 
will give rise to an enquiry and careful 
ehecking will usually locate the actual 
trouble or troubles. 


(d) Process Costing is a method employed 
where the finished article goes through 
different processes during the course of 
production and especially where by-pro- 
ducts are produced at different stages of 
production. The costs of the initial pro- 
cess become the material costs of the 
second process and-so-on, each process 
adding its own costs and being debited or 
eredited with the cost of disposal or pro- 
ceeds of sale of any by-product resulting 
from that particular process. It is a fas- 
cinating form of cost extraction presenting 
many problems for solution and giving the 
experienced cost accountant great scope for 
his ability and much pleasure in the know- 
ledge of a job well done. A benefit of pro- 
cess costing is that it provides a measure of 
efficiency at different stages of production, 
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where the results disclesed by the final cost 
assembly might prove useless for the dis- 
covery of excessive wastage or other weak- 
ness within the organisation. 

This form of costing is much favoured 
by the Gas Producing Industry to which 
it ts particularly suited although its intelli- 
gent application to many other industries 
would be of great benefit. Information 
supplied at stages can be utilised for a 
separate set of by-product cost accounts 
and great use can be made of this informa- 
tion when considering the selling price of 
such by-product. 


(e) Standard Costing is much favoured in 
factories where production is really on a 
mass production basis and where most of 
the work, if not all, is of a repetitive 
nature. Before production commences a 
standard is worked out for each and every 
item of cost at all stages of production, 
and the actual costs incurred are recorded 
in precisely the same manner. Comparison 
between standard and actual costs is fre- 
quent, and strong remedial action is taken 
to counter any unjustified increase of costs. 
The standard, once set, will not be altered 
unless and until there is a very serious 
alteration of the factors ruling when the 
standard was worked out. 

The standard presumes a hypothetical 
set of circumstances which may, or may 
not, exist and it is often impossible of 
achievement, the authors of this type be- 
lieving that an unattainable target has a 
beneficial effect on the production of the 
worker. Since the standard will be worked 
out on a basis of expenditure which has not 
yet taken place the figures used will be 
estimates and it is usual to find standard 
costing in operation in conjunction with 
budgetary control. 

Budgetary control is too large a subject 
to be adequately dealt with here, but in 
brief terms it is control by management 
over the anticipated expenditure of the 
business during the current financial year. 

It would be as well at this stage if I said 
a few words on the subject of overhead 
and overhead-recovery which will provide 
you with diverse problems in the methods 
of cost extraction previously elaborated. 
Please! please! never use the word ‘‘On- 
cost’’ in this connection because it is a 
complete misnomer; oncost means ‘‘an 
addition to cost’’ and overheads are an 


. 
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Costing and Efficient Management—continued. 
integral part of cost, the only true oncost 
in business today is profit which is an addi- 
tion to the cost of production and distri- 
bution. Overheads can be divided into 
three distinct classes and should be so 
divided wherever possible : ° 

(a) factory overhead ; 

(b) administration overhead ; 

(ec) selling and distribution overhead. 


(a) Factory Overhead means all those 
items of expense in connection with actual 
production which cannot be directly attri- 
butable to any particular job of production. 
All overheads must be recovered in the 
cost of production and in the case of 
Factory Overhead it can be recovered by 
means of expressing it as a: 
(i) percentage of direct wage; 
(ii) percentage of direct material ; 
(iii) machine hour rate; 
(iv) production man-hour rate ; 
(v) percentage of prime cost. 
(i) Percentage of Direct Wage has already 
been expressed to you, but is most unsatis- 
factory since it takes no cognisance of 
material costs and the use of machinery. 
It is easy to understand and to operate 
hence its popularity. 
(ii) Percentage of Direct Materials might 
be satisfactory where hand labour is em- 
ployed and where material charges repre- 
sent the major factor in Prime Cost. It 
ealls for frequent adjustment where the 
price of materials fluctuates violently and 
in modern times is very seldom used. 
(iii) Machine Hour Rate is commonly used 
where many varied types of machines are 
in use in the factory for production. The 
method is complicated, and requires a con- 
siderable amount of technical knowledge as 
well as mathematical skill, but it can be 
summarised briefly as follows. All factory 
overheads are allocated to machines on an 
arbitrary basis (normally square feet of 
floor space occupied) and are divided by 
the net running hours of each machine giv- 
ing you an hourly rate. Your extraction 
of costs would then read somewhat as 
follows : 
Materials £X 
Wages Y 
A hours @ B/- per hour Z 


Total Cost £XYZ 
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(iv) Production Man-Hour Rate. Sere 
the factory overhead is divided by the mul- 
tiple of the number of productive opera- 
tives and the number of productive hours, 
this giving you a‘rate for calculation of 
the costs in a manner similar to. (iii) above. 
Provided the calculations have been care- 
fully made, I consider this to be the best 
and truest method for the recovery of 
factory overheads in all circumstances. 
(v) Percentage of Prime Cost is well suited 
where no machinery is in use and where 
materials and wages rates remain fairly 
constant. It is not, however, much in use 
today, and you can afford to forget it alto- 
gether. 


(b) Administration Overhead means al! 
that expense in a business which cannot be 
attributed to production or to selling and 
distribution. This expense can often be 
considerable and it may be recovered by 
any of the methods previously outlined, but 
personally I prefer to recover it by express- 
ing the overhead as a percentage of factory 
cost. 

Providing your factory cost has been 
arrived at on a sound basis there is every 
reason for expressing administration over- 
head as a percentage of this. As you will 
be basing your percentages on anticipated 
results you should get your answer this 
way: 

Anticipated Total Sales—Anticipated Net 
Profit = Net Sales—Anticipated Net Sales 
—Anticipated Selling Overhead = Total 
Cost—Total Cost—Administration Over- 
head = Factory Cost. 

.*. Your formula is: 

Anticipated Administration O’Head 





. * Xx 100 
Anticipated Factory Cost 


(c) Selling and Distribution Overhead 
means all the expense in connection with 
the sale and distribution of the finished 
article. As these expenses have been in- 
eurred solely in selling and distributing 
they should be so recovered and they are 
best expressed as a percentage of net sales. 


Anticipated S & D Overhead 





~ x 100 
Anticipated Net Sales 
Therefore, the final make-up of the cost 
accounts for your particular business will 
read somewhat as follows: 





Gado > bet beet leet Ot ee 
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Costing and Efficient Management—continued. 
Materials plus Wages = Prime Cost. 
Prime Cost plus Factory Overhead = 
Factory Cost. 

Factory Cost plus Administration O/H 
= Total Cost. 

Total Cost plus Selling and Distribution 
O/H = Net Selling Price. 

Net Selling Price plus Profit = Selling 
Price. 
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As your overhead calculations will be 
in the nature of estimates based on the 
experience of previous years, you must be 
very careful in your accounts to watch out 
for the over and under recovery of over- 
heads. A little experience will enable you 
to so determine your rates that alteration 
is not required at very frequent intervals 
because such alterations may give a false 
picture of costs as between one period of 
the year and another. 


6. PROVIDING A SOUND BASIS FOR COMPARISON BETWEEN DIFFERENT 


BRANCHES OF THE SAME 


Your truly efficient industry endeavours 
to remain so by the interchange of ideas 
and information between branches and 
very often between industry and industry. 
All branches of the same industry do not 
produce goods in the same way or by using 
precisely similar methods and before com- 
parison can be made a sound basis for such 
comparison must be found. Costing pro- 
vides a sound base, and the soundest base 
of all is uniform costing, because by this 
method all cost factors and cost determin- 
ation are extracted in exactly the same 
manner throughout the industry concerned. 


INDUSTRY AND BETWEEN ONE INDUSTRY 
AND ANOTHER. 


Uniform costing is, as yet, in its infancy, 
but the child is growing up, and with the 
world-wide growth of cartels, groups and 
monopolies, the child may become the man 
before we are even aware of it. 

I have said my say, and I hope that, 
because of it, you will go forth from here 
with a better and keener appreciation of 
your duties and that you ‘‘let your light 
so shine among men’’ as to cause you to 
be the foeal point of all industrial advance- 
ment in the future. 

If that is so, then I have been well re- 
warded. 


THE MELBOURNE TECHNICAL COLLEGE 
SCHOOL OF ACCOUNTANCY 


DIVISION OF POST-GRADUATE STUDIES 


We have been interested to learn that 
the Melbourne Technical College Council 
has decided to create a division of the 
School for post-graduate study. The classes 
will be conducted in conjunction with the 
Final Year of the Diploma Course. Some 
of the subjects will be identical with those 
undertaken for the Final Year of the 
Diploma Course; others will be specifically 
for post-graduate study and will not count 
towards any College Diploma. The sub- 
jects comprising the division are: 

Industrial Accounting. 
Industrial Management. 
Industrial Law. 


Financial Accounting. 

Advanced Company Law and Prac- 
tice. 

Financial Management. 

Advanced Auditing and Professional 
Practice. 

Advanced Income Tax Law and Prae- 
tice. 

Administrative Law. 

Bankruptey Law and Practice. 

Mechanised Accounting. 

The subjects will all be of one school 
year’s duration, classes commencing about 
the middle of February in each year. Nor- 
mally, each subject will require attendance 
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Division of Post-Graduate Studies—continued. 
at one class per week, which will be of 
1 or 14 hour’s duration. Occasionally, ex- 
tra time during the week will be required, 
as, for example, in Mechanised Account- 
ing it is proposed to have visits to instal- 
lations of various types of accounting 
machinery. 
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Facilities for organised post-graduate 
study of accounting in Australia have been 
limited, and these new arrangements will, 
we feel, be weleomed by many accountants 
and students who regard the completion 
of their examinations as merely the end of 
the beginning of their education for 
accountancy. 


LEGAL TRAINING FOR ACCOUNTANTS 


The Editor, 
The Australian Accountant. 
Dear Sir, 

We have received a very gratifying re- 
sponse to the articles which appeared in 
the March and July issues of The Aus- 
tralian Accountant. We have had com- 
munications from all States of Australia 
and from New Zealand. This shows, we 
think, that members of the profession are 
very interested in the development of the 
educational side of the Institute and we 
have thought it desirable to let your 
readers know the changes which we are 
introducing into the legal side of the Ac- 
countaney Diploma Course at the Mel- 
bourne Technical College. These changes 
are to take effect partly in 1949 and 1950. 

The subjects which have been -revised 
considerably are Commercial Law, Bank- 
ruptey Law and Company Law, and we 
set out in some detail the precise content 
of these revised courses. 

COMMERCIAL LAW 

Our teaching year consists of approxi- 
mately 33 weeks and students are required 
to attend one lecture and one tutorial, each 
of one hour’s duration, per week. During 
that period, we devote nine weeks to the 
Law of Contracts, as we regard this as 
something which is most essential. There- 
after we deal in outline with such matters 
as Agency, Sale of Goods, Hire Purchase, 
Bills of Sale and Liens, Bailments, Con- 
tracts of Carriage, Insurance, Guarantees 
and Arbitration. We do not deal at all 
with Mortgages and Landlord and Tenant 
and we omit any reference to the law re- 
lating to Wills, Executors, Trusts and 
Trustees. We do give rather more atten- 
tion to Partnerships and Negotiable 


Instruménts; we spend two weeks on the 
former, dealing with the law relating to 
partnerships before the course in Acconnt- 
ing, Part I, commences the study of Part- 
nership Accounts. We do not think that 
it is necessary here to emphasise the im- 
portance of partnerships to the Account- 
ant and the advantages to be derived from 
treating it as we do. So far as Negotiable 
Instruments are concerned, we have de- 
parted from what seems to have been thu 
generally accepted practice of endeavour- 
ing to give students a thorough knowledge 
of practically every section of the Bills of 
Exchange Act and examine them’ accord- 
ingly. For the average student this is un- 
necessary, and what we are concerned to 
do is to teach him enough of the Act to 
enable him to understand Cheques. This 
naturally involves some study of the Act, 
but we do not concern him with all the de- 
tailed rules as to presentment for payment 
and the rules to be followed in giving 
notice of dishonour, and so on. We spend 
four weeks in giving him a _ thorough 
grounding on this, the most usual type of 
currency. 
BANKRUPTCY LAW 

It has been the practice for some time 
to devote an equal amount of time to Bank- 
ruptey Law and to Company Law. In our 
opinion, this is entirely disproportionate 
to their practical importance. In 1949 we 
will teach one subject,‘‘Company and Bank- 
ruptey Law,’’ but 25% only of that time 
will be devoted to Bankruptcy Law and 
the remainder will deal with Company 
Law. As from 1950, however, we shall not 
teach Bankruptcy Law as a separate sub- 
ject, but will deal with it as part of the 
syllabus in Commercial Law, spending 
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Legal Training for Accountants—continued. 


some four weeks only on it. The field of 
opportunity for practice as a trustee in 
Bankruptcy is necessarily limited and we 
consider it quite sufficient to teach our 
students the outlines of Bankruptcy as a 
remedy only. 


COMPANY LAW 


It is not necessary for us to emphasize 
the importance of this subject to an Ac- 
countant, but we do not consider it neces- 
sary to deal with each and every section of 
the present Victorian Companies Act even 
although we shall, as from 1950, teach 
Company Law as a single subject of one 
year’s duration. The syllabus will be re- 
duced in scope by omitting altogether Part 
III, which is now superseded by the Com- 
monwealth Life Assurance Act 1945 and 
Parts IV and VI of the Companies Act, 
and we do not intend to make any refer- 
ence to Mining Companies beyond the 
principle involved in the ‘‘no liability 
system.’’ The consideration of the com- 
pany and the all-important doctrine of 
Ultra Vires will be the first major topic 
to be considered, and that will be followed 
by considerations of Membership, Trans- 
fer and Transmission of Shares and the 
Rights of Shareholders, especially rights 
arising under various classes of shares. 
Considerable reference will be made to 
alterations to the memorandum of the 
company, to meetings and resolutions, to 
borrowing powers including debentures 
and charges. Proprietary Companies and 
companies established under Section 18 of 
the Act will be dealt with separately. 


The provisions of sub-divisions 7 and 8 
of the Act dealing with account and audits 
and inspection will be considered in some 
detail. In that section of the Course, we 
shall deal also with the question of reports 
required by auditors, as we feel that this is 
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something which must be taken concur- 
rently with the study of the statutory 
provisions rather than to be considered in 
Accounting, Part II, and Auditing as it is 
at present, because there is inevitably a 
tendency in the minds of most students to 
separate the Course into a number of 
watertight compartments, with the result 
that only rarely does the student gain a 
true perspective of the extent to which his 
Accounting and Auditing practice is in- 
fluenced by the Act. 

These topics will give students quite 
enough material to work on, and we think 
it far better for them to have a thorough 
understanding of these fundamental mat- 
ters rather than to attempt to learn a large 
number of provisions which are relatively 
unimportant and which they may not have 
time properly to understand. It will en- 
able us to devote more time to emphasizing 
the practical application of the Companies 
Act, as there is no doubt but that a more 
theoretical knowledge of the Act is not 
going to provide a sufficient background 
for the practising Accountant. 

The winding up of companies is some- 
thing, we feel, which is given a good deal 
of unnecessary emphasis. The only alterna- 
tives are either to study the subject in de- 
tail or the elimination of it almost entirely 
from the syllabus. The provisions are set 
out in great detail in the Act and the 
various classes of winding up make these 
provisions most confusing. We intend to 
approach this section of the Course from 
the viewpoint that it is sufficient if 
students learn the methods of winding up 
and the grounds upon which an order 
should be made to wind up a company and 
the procedure relating to a member’s 
voluntary winding up. 

Yours faithfully, 
K. C. KEOWN. 
Melbourne Technical College, 
December 17, 1948. 
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BOOK REVIEWS 


Municipal Internal Audits (8th Edition). By 
Gee & Co. (Publishers) Ltd., London. 


ArtHUR CouuINns. Published by 
Our copy from the Law Book Co. of 


Australasia Pty. Ltd. 280 pages with 85 additional pages of appendices and 


index. Australian price, 42/6. 


Loeal government auditing particularly 
lends itself to internal check, so that 
Arthur Collins’ book is one that is con- 
stantly in demand in the United Kingdom. 
The first edition was published as far back 
as 1904 and the latest publication, now 
brought under notice, is the eighth edition 
of this work. 

Local government in England is vastly 
different from that of the Australian 
States. In the old country the municipal 
authorities are charged with many and im- 
portant duties which in Australia are often 
the function of the State itself, so that 
English local government accounting calls 
a good deal more for the necessity of in- 
ternal auditing. What the author is laying 
down in this book as the duties and re- 
sponsibilities of the internal auditor em- 
ployed by his own local authority would, 
in Australia, be directed to the Council’s 
auditor himself. 

Mr. Collins, who is a well-known finan- 
cial adviser to local authorities, wisely 
points out, in his introductory chapter, 
that municipal internal audit forms but a 
section of the larger field of auditing and 
that this book is not intended to be a sub- 
stitute for the standard works on general 
auditing. He says that by making them- 
selves conversant with the contents of the 
latter, readers will acquire a knowledge of 
the essential features with which an inter- 
nal auditor has to be acquainted and how 
audit principles are applied in practice by 
local authority accountants. He is other- 
wise apt to believe that much of the detail 
to which he is expected to give his close 
attention is superfluous, whereas it is only 
by careful treatment of detail that an in- 


ternal auditor can really master-check 
accounts of the larger undertakings. 

The book deals very thoroughly with the 
auditor’s responsibilities to his Council. In 
one chapter he discusses the attitude to be 
adopted where money comes into the hands 
of corporation officers or servants for ser- 
vices rendered during official time, or even 
out of official hours, and which have been 
treated by the recipients as personal re- 
wards or perquisites. In auditing sales of 
coke, it is suggested that the auditor 
should always walk round the coke-yard 
and use his powers of observation, so that 
when doing the following audit he will be 
able to check the names on the carts that 
have taken delivery. 

The thirty-four chapters cover a wide 
range of audit activities—even relating to 
tramways, education, fire service, public 
assistance, hospitals, blind institutions, 
police, weights and measures, cemeteries, 
municipal banks, airports and restaurants. 


Of more value to our auditors and local 
authority clerks are the chapters dealing 
with the auditor, ante-audit and the audit 
itself, collections, the town clerk’s depart- 
ment, surveyor’s and health departments, 
gas and electricity undertakings, swim- 
ming baths, water works, markets, parks 
and gardens, libraries and abattoirs. 

The chapters are supplemented by six- 
teen appendices, and the first four, which 
deal with the use of accounting machines 
from the auditor’s point of view, are of 
particular interest. Duplicate posting and 
gas electricity audits are dealt with in two 
other appendices. 

—BRUCE RAINSFORD. 


(Continued on Page 53) 
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What Income Tax Shall I Pay? By J. 
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M. Groom, A.1.c.a. Copies may be had 


direct from the author, A.N.A. House, St. George’s Terrace, Perth, Price 2/-. 


This booklet contains a series of tables 
showing the amount of tax payable on a 
range of incomes up to £10,000 in respect 
of both income years ending 30th June, 
1948 and 1949, accompanied by lucid ex- 
amples explaining how these tables are to 
be used. It also contains a clear and con- 
cise statement of the concessional rebates 
allowable for those years, together with an 
explanation of the provisional tax, pay-as- 
you-earn, etc. 


Mr. Groom is to be congratulated on 
producing a document which will prove to 
be invaluable to taxpayers, and particu- 
Yarly to members of the accountancy pro- 
fession. How often is the unfortunate 


auditor, engaged in his duties miles from 
his office, assailed by some client with the 
question, ‘‘How much will my tax be? Tell 
me, approximately?’’ I have almost come 
to hate that adverb. I would recommend 
every auditor to incorporate a copy of Mr. 
Groom’s booklet in his defensive armour 
and never doff it. It will not fail him in 
his hour of need. 


The most fascinating part of the booklet 
is Mr. Groom’s short and relatively simple 
method of applying the tables in order to 
calculate the tax payable in the case of 
composite incomes 


THE STATUS OF THE BALANCE SHEET 


by 


R. E. MASKELL, A.I.C.A. 


The process of measuring business in- 
come has justified the critical attention 
being given to the profit and loss statement. 
If seen in its true perspective this should 
not mean, however, that the balance sheet 
has lost its technical and practical signifi- 
cance. : 

Stated in more positive terms, the bal- 
ance sheet still constitutes the basic, master 
statement; the summarised final result of 
the conventional recording technique 
known as double-entry. 

The balance sheet is also a statement of 
paramount practical importance as far as 
current creditors, long-term creditors, 
shareholders, governmental and regulatory 
bodies and other interested groups are con- 
cerned. 

In fact, the profit and loss statement 
alone, without the balance sheet, has usually 
a limited significance. 


Whilst not detracting whatsoever from 
the magnificent effort of the Cohen Com- 
mittee, I think it is timely to refer to this 
statement : 

‘‘We consider that the profit and loss 

account is as important as, if not more 

important than, the balance sheet... ”’ 

(1) 

Already this opinion is being vocifer- 
ously preached. Moreover, it is being 
accepted too readily by students. 

This statement strikes me as being some- 
what irresponsible, contradictory in terms, 
not sufficiently realistic, lacking balance, 
and decidedly dangerous if it is not inter- 
preted to students in a liberal and broad 
manner. My objection is not merely one 
of word-spinning, it is a fundamental 
objection. 

(1) Paragraph 96, page 54, Report of The Com- 

mittee on Company Law Amendment, 1945. 
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If accounting theory and development is 
taught from The Companies Act, 1948 
itself, then the interpretation I object to 
will not necessarily be perpetuated. 

But as the recommendations of the 
Cohen Committee were incorporated prac- 
tically en bloc in this statute, it is only 
logical to expect that students will be en- 
couraged to study the source from which 
emanated these amendments and new pro- 
visions. 

Let is not be misunderstood that I con- 
sider the atmosphere of the Cohen Report 
to be harmful: the opposite in fact is the 
ease. Whilst the Report is vigorous, chal- 
lenging and forceful, nevertheless, in some 
respects it is a radical, provocative publi- 
cation. 

My objection is to the words “‘ .. . if not 
more important than ...’’. If these words 
had been excluded then the statement 
referred to would have read: 

‘*We consider that the profit and loss 
account is as important as the balance 
sheet, since the trend of profits is the 
best indication of the prosperity of the 
company and the value of the assets 
depends largely on the maintenance of 
the business as a going concern.”’ 
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With this statement I am in complete 
accord. The idea or approach was long 
overdue in Britain and no doubt this 
accounts for the enthusiasm and undue em- 
phasis inditated in the published statement. 


To round off this brief general discussion 
I want to refer to two published observa- 
tions; one is by Martin R. Gainsbrugh, 
Chief Economist, National Industrial Con- 
ference Board: 
‘*Emphasis should be placed on balance 
sheets rather than income statements to 
an increasing degree in granting credit 
today. The warning signals of diminish- 
ing liquidity, especially in small busi- 
nesses, should make careful scrutiny of 


borrowers’ balance sheets mandatory.’’ 


The other one is by Professor W. A. 
Paton : 
‘*When in comparative form, for five 
years or more, the balance sheet and 
related analyses of working capital also 
show the course of the enterprise, the 
trends of the essential financial elements. 
There is no prospect whatever that 
the balance sheet will be relegated to an 
inferior position in published statements 
as a result of the recent growth in the 
problems of income determination.’’ 





HOW LONG SHOULD RECORDS 
BE KEPT? 


A study of the retention of business re- 
cords has recently been completed by the 
Cleveland Chamber of Commerce. This 
survey, although not exhaustive, indicates 
current practices in each of 67 companies 
replying to a mail questionnaire. Results, 
reported in a membership bulletin, reveal 
wide variation. Cancelled payroll checks, 
for example, are kept from 4 to 25 years; 
correspondence relating to inquiries and 
quotations, from 1 to 20 years. Most of the 
companies observe standard filing pro- 
cedures; seven use microfilm. The follow- 
ing periods for retaining various classes of 
records were mentioned most frequently. 
Time cards, sheets and tickets; bills of lad- 


ing; eredit reports—) years. Correspon- 
dence — 5-7 years. Ledger cards and 
sheets; express receipts and freight bills; 
purchase orders; customers’ purchase 
orders—7 years. Cancelled expense and 
payroll checks ; expense vouchers ; vendors’ 
invoices — 10 years. Sales invoices — 12 
years. 

—The Journal of Accountancy, 


September, 1948. 
The Journal of Accountancy, March, 1948 
Page 232. 
‘*Contemporary Accounting’’, Chapter 2, The 
American Institute of Accountants (1945). 
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PEGGING THE RATE OF EXCHANGE 
by W. 


We all know that the function of a peg 
is to hold something in a given position, 
o when it is said that a country’s rates 
‘ exchange are pegged it is not difficult 

understand that what is meant is that 
they are somehow being prevented from 
moving. But the student of foreign ex- 
change quickly comes to realize that a 
many may tend to cause a 
variation in the rate at which a country’s 
currency exchanges with that of another 
country. If, for the sake of simplicity, we 
sum up these factors in the expression, 
‘‘the demand and supply situation in the 
foreign market,’? we mean no more than 
that, let us the Australian pounds 
offered by those who wish to obtain British 
pounds are more (or less) than the British 
pounds whose owners desire to exchange 

em for Australian pounds. In such a 
situation British pounds would tend to be- 
come dearer (or cheaper) in terms of Aus- 
tralian pounds. We must not overlook the 
‘act that Australia is now a member of 
the International Monetary Fund, under 
the terms of which there are definite re- 
strictions on alterations of exchange rates. 
But this cannot eliminate the tendency for 
a situation -such as that mentioned to 
occur, : 

Since that is much more likely than that 
there will be an equivalence between the 
amounts offered, certain questions call for 
an answer, e.g.: 

What do we mean by pegging? 

Ilow is it possible to ‘‘peg’’ exchange 
rates? 
What 


ging? 


factors 


great 


Say, 


are the consequence of peg- 

The first question has already been an- 
swered in part. To be more precise, peg- 
ging a country’s exchange rates means 
maintaining for an indefinite period an un- 
altered rate of exchange with one foreign 
currency of vital importance to the coun- 
try concerned, and through it with other 
countries. An example is the pegging of 
the rate of exchange between the Aus- 
tralian and the British pounds since 


December, 1931, at approximately £125 
Australian £100 sterling. 

If we now ask the second question, i.e., 
how is it possible to do this, the answer is 
that the date mentioned the Com- 
monwealth Bank has always been ready to 
give approximately. £125 Australian to 
anyone in exchange for £100 sterling, or 
to sell £100 sterling for approximately 
£125 Australian 

The third concerns the 
quence of pegging, how it is possible to 
20 on doing this for an indefinite period, 
and what are the consequences in the par- 
ticular case of Australia. When an inter- 
national gold standard is in existence there 
will be an ultimate adjustment downward 
of the price and income structure of the 
country which, when it has excess debits in 
its balance of payments, pegs its ex- 
changes. This will be the result of gold 
movements—from the country where we 
have supposed there is an excess demand 
for foreign credits to the country the sup- 
ply of credits in whose currency is in- 
sufficient. This tends to improve the bal- 
ance of payments position of the former 
country. But the net result is that if a 
slump occurs in, say, the United States 
in such circumstances, other countries 
must feel the effects in the shape of a 
compulsory lowering of their price and 
income structure if they wish to remain 
on the gold standard at an unaltered ex- 
change rate. 


since 


question T conse- 


Turning now to the non-gold standard 


case, ie., that of Australia and Great 
Britain. Our international currency rela- 
tions depend on our London funds, Le., 
sterling credits or investments that can be 
converted into sterling credits, held by 
Australian persons, business firms, or pub- 
lic authorities. Each receipt adds to these 
funds, each payment reduces them, conse- 
quently a net credit excess in the Aus- 
tralian balance of payments increases Lon- 
don funds, a net debit decreases them. It 
is thus clear that a net debit position that 
lasts for a number of years will tend to 
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reduce our London funds to a perilously 
low point, and may in the end wipe them 
out altogether, whilst a long-continued net 
credit position will cause them to become 
undesirably large. Now one of these alter- 
natives is just what may well happen if 
our exchange is pegged. The reason is that 
it is almost inevitable that price move- 
ments in the countries concerned will be 
dissimilar. Suppose that a rise of 10 per 
eent. in Australian prices occurs while 
British prices are unchanged, or that Aus- 
tralian prices have risen 10 per cent. more 
than British prices. In that case, an in- 
creased profit can be obtained by British 
exporters to Australia. On the other 
hand, some Australian exports to Britain 
on which the previous return was satis- 
factory are ho longer a payable proposi- 
tion, and our exporters either cut down 
production or divert their produce to the 
home market, where it can be sold at a 
higher price. Thus our imports increase, 
our exports decrease, and our London 
funds decline. And this goes on as long 
as the exchange rate is pegged, while the 


disparity in price movements occurs. An 
exactly similar result follows if British 
prices fall more than Australian prices. 
Eventually, as already suggested, our Lon- 


don funds would tend to disappear. On 
the other hand it can be shown in a similar 
manner that if British prices rise more or 
fall less than Australian prices, our Lon- 


THE GOLD 


by 
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don funds will increase and will go on 
increasing while this situation persists. 

But is this inevitable? Can nothing be 
done to prevent it? Something can be 
done, and has been done, in such circum- 
stances, but what is done is really to add 
further controls to the original control 
over the exchange rate which refused to 
recognize the depreciation of the Aus- 
tralian pound in the first case, or its ap- 
preciation in the second case. By limiting 
the volume of imports, by a system of 
licensing, by prohibition, by quota or other 
restriction, and finally by limitation on 
the amount of sterling made available, a 
fictitious or artificial appearance of bal- 
ance or near-balance in the demand for 
and supply of sterling can be created. 

It was, in fact, by various types of con- 
trol supported by .positive measures, such 
as the sale of American securities held in 
Britain, that the sterling rate of exchange 
with the dollar was held for so long during 
the war and since its close. This applies 
to a greater or less extent to the exchange 
rate of many other currencies, and a re- 
laxation of controls would clearly lead in 
some cases to financial embarrassment and 
difficulties such as those outlined above. 

So we reach the conclusion that a pegged 
rate of exchange can only be maintained in 
one or other of two conditions. The first 
is parallel movements in prices, and the 
second is additional controls to nullify the 
effects on international monetary funds. 


STANDARD 


8.C.A. 


In these times of fluctuating exchange 
rates, depreciating and appreciating cur- 
rencies, managed and mismanaged curren- 
cies, and general uncertainty about the 
future movements of the exchanges, the 
wish is often expressed for an _inter- 
national currency. This, it is thought, 
would facilitate international trade and 
obviate the many difficulties caused by dif- 
fering monetary systems: pounds English 
and, pounds Australian, roubles and 
rupees, yen and sen, dollars, franes, marks 
piastres, guilders, lira. These currency 
units must be exchanged for each other, 
and countless calculations and checkings 
are performed daily throughout the world 
in order that internationally traded goods 
be paid for. 

It is now recognised that international 


trade should be expanded as much as pos- 
sible in order that the whole world might 
benefit from the international division of 
labour and specialisation. All means of in- 
creasing the volume of overseas trade are 
being investigated by the International 
Trade Organisation of U.N., as are also all 
the obstacles which must be overcome. 
Monetary obstacles loom large, and the 
Bretton Woods agreement of July, 1944, 
was designed to overcome many of these 
financial problems through the two insti- 
tutions set up, viz., the International 
Monetary Fund and the Bank for Recon- 
struction and Development. 

The fundamental factor in exchange 
rates is the exchange of goods and services 
for other goods and services. Exchange 
rates are determined by the demand for 
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and the supply of currencies, the demand 
for a foreign currency being caused by 
imports, the supply of a foreign currency 
arising from exports, apart from inter- 
national lending, interest payments and 
speculation. 


The control of foreign exchange rates 
is held to be a function of the central bank, 
but the control which the central bank may 
exercise is limited. Many factors which in- 
fluence exchange rates are entirely beyond 
the control of the central bank, for ex- 
ample, overseas demand for national ex- 
ports, and conditions in overseas export 
industries, especially primary industries. 

If, therefore, a central bank wishes to 
control the exchange rates and fixes the 
rates at which foreign currencies may be 
purchased and sold, the rates chosen are 
not arbitrary. They must be close to the 
rates which equate demand for and supply 
of the foreign currencies. Otherwise, the 
central bank will be unable to maintain 
the rates in the absence of controlled im- 
ports and exports. 

Foreign exchange rates which do not 
vary aid the extension of international 
trade, by removing doubts concerning the 
future rates which will have to be faced, 
in exactly the same way as stable prices 
within a country encourage trade by the 
absence of possibilities of unpredictable 
losses. Price stability within a country is 
desirable to encourage home trade, and ex- 
change stability is desirable to encourage 
international trade. An international cur- 
rency, it is claimed, would provide auto- 
matic exchange stability; indeed, there 
would be no ‘‘exchange rates’’ at all, be- 
cause the same monetary unit would be 
used all over the world. This would ob- 
viously bring many advantages.” 

The gold standard was, in effect, an in- 
ternational currency, by its very nature. 
“‘The gold standard is a monetary system 
where the purchasing power of the unit of 
currency is made equal to the purchasing 
power of a specified weight of gold.’’ If 
several countries are on the gold standard, 
then the purchasing powers of their units 
of currency are all related to the same base 
—the purchasing power of gold. Exchange 
rates between the currencies will, there- 
fore, tend to be stable. They will vary only 
between well-defined narrow limits, known 
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as the ‘‘gold import point’’ and the ‘‘gold 
export point.”’ 

For example, when Great Britain and 
America were on the gold standard, the 
eurrencies of both were based on gold. 
Great Britain’s monetary unit, the 
sovereign, contained 123.27 grains of gold 
11/12 fine or pure; America’s unit, the 
dollar, contained 25.8 grains of gold 9/10 
fine. The pure gold contents of the units 
were thus 113.0 grains (11/12 of 123.27) 
grains in the sovereign, and 23.22 grains 
(9/10 of 25.8 grains) in the dollar; while 
the exchange ratio between the dollar and 
the sovereign was naturally the ratio be- 
tween the fine gold contained in the units 
113.0 

—-— This 


or rate is 


$4.866 to £1. 
23.22 

known as the ‘‘mint par of exchange,”’ 

and is the rate towards which the actual 

rate of exchange constantly tends.. 

If English exports to America‘were in- 
creased, while imports from America did 
not increase, American importers would 
have to purchase more sterling in order to 
pay the English exporters. The increased 
demand for sterling in exchange for dol- 
lars, would tend to increase the price of 
the English currency unit in terms of the 
American unit. In other words, the ex- 
change rate would vary, and would move 
against American importers, who would be 
forced to pay more dollars than previously 
in order to purchase the same amount of 
English currency. This exchange variation 
would tend to decrease American imports 
from England, and thus to restore equi- 
librium in the balance of payments be- 
tween the countries, with the exchange rate 
moving back towards the mint par of 
exchange. 

However, the actual amount by which 
the rate could vary was not great. If the 
variation were large, it would be cheaper 
for the American importer to send gold to 
England than to purchase English cur- 
rency. The costs of sending gold were 
known ; they included freight, packing, in- 
surance, handling charges and loss of in- 
terest. These charges varied slightly from 
country to country and from time to time, 
so that the gold points were not fixed. The 
cost per £1 of sending gold from England 
to America was approximately $0.016, and 
from America to England was approxi- 
mately $0.029. 
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Once the exchange rate moved from 
$4.866 = £1 to $4.895 ($4.866 + $0.029, 
America’s gold export point and Eng- 
land’s gold import point) it would move 
no further, because, after that, gold would 
be exported from America in preference 
to the purchase of English currency for 
dollars. 

This loss of gold from America would 
lead to a correction of the factor which 
eaused it, i.e., of the increased imports into 
America from England. The exported gold 
could be either common currency with- 
drawn from circulation for export, or bul- 
lion obtained from the banks. In the first 
ease, the American currency would be 
diminished directly by the export of the 
common monetary unit; in the second 
ease the American currency would be 
diminished indirectly, as credit and the 
note issue would be reduced in consequence 
of the reduction in gold stocks. Prices 
would tend to fall, as would be expected 
from the Quantity Theory of Money, and 
central bank action; and therefore imports 
would decrease and exports would in- 
crease. The exchange rate would be 
affected by the variations in imports and 
exports; the reduction in imports would 
reduce the dollar demand for English eur- 
rency, and the increase in exports would 
increase the supply of English currency 
offered in exchange for dollars. 

Instability of internal price levels, how- 
ever, is a real disadvantage of the gold 
standard. For instance, Great Britain was 
on the gold standard from 1816 to 1914. 
English price levels in 1825, 1841 and 1915 
were the same as they were in 1816, yet in 
the years intervening there were large 
movements in general price levels, espe- 
cially with violent changes in the business 
eyele in 1847, 1857, 1866, and 1890. Ex- 
change rates between different gold stan- 
dard countries are stable; a movement in 
the price level of one of them will be fol- 
lowed by a similar movement in the price 
levels of the other countries. The price 
levels in all the gold standard countries 
tend to move together. 


This leads to what may be ealled the 
dilemma of the gold standard: internal 
stability or external stability. That is, 
stability of internal price levels or stability 
of the exchange rates. To a large degree 





February, 1949 





these two aims are alternatives. A coun- 
try’s monetary policy may be directed to 
the attaining of either aim, but, in order 
to achieve the objective chosen, the other 
alternative may have to be sacrificed. This 
is more easily seen after a consideration 
of what have come to be called ‘‘the rules 
of the gold standard.’’ 


A country will not stay on the gold 
standard without conscious effort. If a 
country wishes to stay on gold, then its 
monetary policy must-be laid down to that 
end, and steadfastly followed both in good 
times and in bad times. There are two 
main needs of a gold standard country, 
and these have become known as ‘‘the rules 
of the gold standard.’’ They are: 

1. Ready exchangeability between gold 

as coinage and gold as bullion. 


~ 


Central bank policy must be so de- 
signed as to maintain the gold 
standard. 

Under the first rule, the bullion value of 
the currency unit must be kept equal to its 
face value. The central bank must buy and 
sell gold coin for gold bullion, ‘‘freely and 
gratuitously’’ (that is, without limit and 
without charge). In order to ensure com 
plete exchangeability between gold as 
coinage and gold as bullion, any indi- 
vidual must be allowed to melt down gold 
coins if he wishes to do so, and also to 
import and export gold without restriction 


The first rule is comparatively easily 
followed; not so with the second. If the 
gold standard is to be maintained, the 
central bank must keep a reserve of gold, 
and must take any action necessary to 
conserve that reserve stock. If gold is leav- 
ing the country, as illustrated above, the 
central bank must stop the outflow and 
attract back the gold lost, while still ob- 
serving the first rule of the gold standard 
in so far as it requires individual freedom 
to import and export gold without any 
restriction. Credit must be contracted, 
prices will fall, and the country will be- 
come a good one to buy from and a bad 
country to sell to. Imports will therefore 
decrease, exports will increase, the outflow 
of gold will cease; and gold will be at- 
tracted to the country if the policy of 
credit restriction be . continued long 
enough. The degree of credit restriction 
necessary in the country losing gold will be 
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less if the country receiving the gold co- 
operates by expanding credit. 

If the gold is flowing into a country, 
central bank policy, to follow the rules of 
the gold standard, should be to expand 
eredit. Prices will rise, imports will in- 
crease, exports will decrease, the exchange 
rate will move from the gold import point 
towards mint par of exchange, and the 
gold inflow will cease. 


These illustrations show the difficulties 
which may arise from following a policy 
designed to maintain the gold standard. 
Internal prices may vary, and, with them, 
employment. In order to stay on the gold 
standard the central bank may be forced 
to ignore the best interests of the nation’s 
economy. For example, gold may be flow- 
ing from the country at such a rate that 
the reserves will soon be exhausted. The 
rules of the gold standard demand a dras- 
tic curtailment of credit. This may not be 
in the national interest, if unemployment 
is already considerable. Great Britain was 
in this position in 1931, and chose to leave 
the gold standard rather than to initiate 
credit restriction which would inevitably 
increase unemployment still further. 

In the same manner, the rules of the 
gold standard call for credit expansion if 
gold is flowing in. This may prove embar- 
rassing if there is already some inflation 
in the country. Credit expansion would 
increase the inflationary factors, and the 
central bank may be forced to decide be- 
tween encouraging inflation and leaving 
the gold standard. These movements of 
gold illustrate another defect of the gold 
standard: they lead to variations in the 
interest rates, thus capital investment in 
fixed assets, and consequently employ- 
ment, are checked or stimulated solely in 
order to contract or expand money income. 


When a country is on the gold standard, 
it cannot follow a monetary policy inde- 
pendent of the policy of the other gold 
standard countries. For the successful 
operation of the .gold standard, inter- 
national ¢o-operation is necessary; the 
standard is essentially a managed one, and 
managing it through a central bank is 
easier for one country if it receives the 
co-operation of other countries. A gold 
standard currency is tied to other curren- 
cies; it gains stability of exchange rates, 
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but loses much of the control over its in- 
ternal monetary conditions. This is most 
noticeable when one gold standard country 
is much stronger than the others, which 
may become financially dependent on it. 


If a permanent change occurs in the fae- 
tors governing the supply of and demand 
for one gold standard currency, the ex- 
change rates will move. If there is a per- 
manent lessening in demand for, say, 
English currency the exchange rate will 
move against Great Britain’s importers. 
The value of sterling will depreciate in 
terms of other currencies. This will lead 
to an outflow of gold unless imports can 
be reduced. If this cannot be done, the 
possible courses of action will be to leave 
the gold standard, to remain on the gold 
standard at the previous parity, or to stay 
on gold at a different parity. 


The first course, that of leaving the gold 
standard, will usually be taken when it ap- 
pears that no other course is possible. The 
rules of the gold standard will no longer 
be followed. Gold will become an ordinary 
commodity, with a bullion price deter- 
mined in the market by demand and sup- 
ply. This price will be expressed in terms 
of inconvertible paper notes, and will vary 
just as the market price of any other com- 
modity will vary. A rise in the price of 
gold may stimulate gold production. The 
exchange rates will no longer be deter- 
mined by -the relation of the pure gold 
content of the nation’s currency unit with 
the pure gold content of other countries’ 
currency units, but will be free to vary 
from day to day with movements in the 
demand and supply of currencies. 

If it is desired to stay on the gold stan- 
dard at the previous exchange rate, and 
imports cannot be reduced in order to 
balance the reduced demand for the 
nation’s currency (at the same time over- 
seas borrowing would be only a stop-gap 
influence, which would afford only a tem- 
porary relief) then deflation will be neces- 
sary. This is usually a very unpopular 
eourse of action. It is initiated by a rise 
in interest rates. The consequences are 
falls in prices and money incomes. This 
course is difficult where labour is an im- 
portant factor of production; because of 
the organized opposition to reduction in 
wages. Severe unemployment may ensue 
where wage cuts are opposed, yet costs 
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must be reduced. The. effect of the price 
falls is to stimulate exports, and to reduce 
imports, because the cheap prices mean 
_that the country is a good one to buy from 
but a bad one to sell to. 

If the country wishes to stay on the gold 
standard, but cannot maintain the existing 
parity, devaluation will be resorted to. The 
gold content of the monetary unit will be 
reduced, and the value of gold will be in- 
ereased in terms of money. This course has 
been adopted several times in the past— 
for example: France in 1936 and 1948 
(though then not on gold) in 1933 
America left gold, returning to gold at 
about 60% of the former parity in 1924. 
Devaluation may lead to a loss of confi- 
denee in the currency devalued, and this 
will be worse if the new parity cannot be 
maintained. For this reason, devaluation 
should not be attempted until it appears 
certain that the new rate will be workable. 

It will be remembered that during the 
depression in 1931, Australia left the gold 
standard and adopted, under the Pre- 
miers’ Plan a ‘‘Middle Course’’ policy to 
overcome the dangerous fall in demand for 
Australian currency. This was due to the 
fall in the world prices of Australian ex- 
ports, the decreased overseas demand for 
our exports, and the cessation of borrow- 
ing from overseas. The policy included 
currency depreciation on the exchange 
(from £100 Australian = £100 English to 
£125 Australian — £100 English), severe 
deflation inside Australia (costs were re- 
duced), and a monetary policy which was 
inflationary. 

The gold standard operates in different 
guises. It may work as the full gold stan- 
dard, the gold bullion standard, or as the 
gold exchange standard. Each type of gold 
standard is basically the same, in that the 
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purchasing power of a country’s unit of 
currency is made equal to the purchasing 
power of a specified unit of gold, and in 
that the ‘‘rules of the gold standard’’ are 
followed. 


Under the full gold standard, or gold 
specie standard, gold coins are in circula- 
tion, containing gold equal to their face 
value. @reat Britain was on the full gold 
standard before 1914. 

From April, 1925, to September, 1931, 
Great Britain was on the gold bullion 
standard, under which gold coins were re- 
placed in circulation by paper notes. This 
economises the use of gold, as the central 
bank can hold the country’s entire gold 
stocks. ‘‘Convertibility both ways,’’ of cur- 
rency into gold and gold into currency, 
was maintained, but in minimum amounts 
of 400 ounces of gold. 


Under the third type of gold standard, 
the gold exchange standard, a country‘s 
currency is kept at a constant rate of ex- 
change or parity with the currency of a 
gold standard country. Instead of keeping 
a reserve of gold, the gold exchange stan- 
dard country keeps a-reserve of currency, 
deposits or securities in the gold standard 
country. When Great Britain was on the 
gold standard, Australia was on the gold 
exchange standard; since Great Britain 
left the gold standard, Australia has been 
on the sterling exchange standard. The 
gold exchange standard may prove embar- 
rassing to both ‘‘planet’’ currency (the 
gold standard currency) and ‘‘satellite’’ 
currency (the gold exchange standard cur- 
renecy): to the former, if the satellite 
nation without warning goes off the stan- 
dard and withdraws the reserves from the 
planet nation; and to the latter, if the 
monetary policy of the planet nation is 
unsuitable for the satellite nation. 
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CURRENT PROBLEMS DISCUSSED IN 
OVERSEAS JOURNALS 


MORE ABOUT ACCOUNTING AND PRICE-LEVEL CHANGES 


There can be no question as to the live- 
liness of the interest which is being shown 
in U.S.A., U.K., and Canada in the ac- 
counting and financial problems which 
arise from violent changes in price-levels. 
One particularly noticeable feature of the 
spate of articles on one or other aspects of 
the subject which have appeared in the 
overseas journals during the past few 
years has been the rapidly growing realisa- 
tion of the wide sweep of the problems. 
The initial concentration on inventory 
valuation and depreciation of fixed assets 
is broadening down into a belief that these 
are not the whole problem, but merely 
facets of it. Indeed one of the strongest 
arguments against adoption of replace- 


ment-value depreciation is the claim that 
logically it should lead to complete re- 
placement-value accounting. This point is 


made in a short whimsical, but neverthe- 
less telling, letter from Ralph W. Snyder 
in The Journal of Accountancy, October, 
under the title ‘‘ Horrible Consequences of 
the New Look.’’ It is made also in an 
article by William A. Paton in Cost and 
Management, September. 

Clem C. King, in The Canadian Char- 
tered Accountant, August, examines the 
pros and cons of replacement-value depre- 
ciation and reaches the conclusion that 
though ‘‘No useful service is performed if 
practice is distorted to meet a temporary 
but vociferous complaint,’’ yet ‘‘the sug- 
gestion that the charge for ‘asset amortiza- 
tion and replacement’ should be based 
upon the current dollar value of the assets 
involved contains the germ of an idea 
which might prove to be a solution to some 
of those problems of profit determination 
which seem so difficult of solution at the 
moment.’’ 

A summary of a factual survey of de- 
preciation practice appears in The Journal 
of Accountancy, September. Of 30 cases 
in which charges were made in financial 
statements for 1947 to take into considera- 
tion high plant construction costs or high 
replacement value of fixed assets, 11 


charged the additional ‘‘depreciation’’ be- 
fore arriving at the profit for the year. 
Morris Beck: Capital Replacement, Depre- 
ciation and Taxes in the Canadian Char- 
tered Accountant, September, is a forth- 
right statement of the objections to 
replacement-value depreciation, namely 
that it singles out de preciation for special 
treatment, it is based on misunderstanding 
of the intention of depreciation (cost allo- 
cation and not financial provision for re- 
placement), and ‘‘the problem of replace- 
ment tends to itself through the 
general rise in earnings.’’ 

In the Canadian Chartered Accountant, 
October, J. G. Glasco, president of the 
Institute of Chartered Accountants of 
Ontario, is a rather less thorough-going 
opponent of the new proposals. He sug- 
gests that ‘‘once we start mixing up de- 
preciation with a provision to cover loss 
arising from currency devaluation, we 
shall end up with neither one nor the 
other, which will render the problem com- 
pletely unmanageable.’’ He thinks that the 
remedy for difficulties which are being ex- 
perienced in financing plant replacements 
would have been the allowance, for tax 
purposes, of a reserve for replacement, 
over and above the allowance of amortiza- 
tion of actual cost, and—rather surpris- 
ingly—he advocates consideration of the 
wider adoption of the reducing-balance 
method of providing for depreciation, so 
long as that method is permitted for tax 
purposes. 

Frederick B. Taylor, in The Journal of 
Accountancy, October, strikes a new note. 
In his view, not only are additional depre- 
ciation charges unnecessary, but the shoe is 
on the other foot: the rise in replacement 
costs has made existing depreciation 
charges excessive, and has resulted in bal- 
ance-sheet values which are far below mar- 
ket replacement cost or any other value 
standard. 

The October issue of The Journal of 
Accountancy, also contains an interesting 
exchange of news on the extent to which 


solve 
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depreciation provisions should be ear- 


marked in funds dedicated to fixed asset.. 


replacement only. Professor J. D. Camp- 
bell, in the Canadian Chartered Account- 
ant, August, gives the results of a 
survey of the 1947 published financial 
statements of 179 Canadian companies, 
showing that fixed asset expenditures by 
these companies were financed as follows: 
From depreciation funds 37.7% 
retained earnings 22.6% 
new capital issues 28.3% 
decrease in working 
capital ‘a is oe 
», miscellaneous sources. . 3.7% 
On inventory valuation problems two 
stimulating articles appear in The Journal 
of Accountancy, September. Carman G. 
Blough, director of research, American 
Institute of Accountants, summarizes the 
eurrent thinking of the Institute’s Com- 
mittee on accounting procedure on the 
modifications in practice in accounting for 
inventories which are necessary to ensure 
proper interpretation of published finan- 
cial statements in the light of changing 
economic concepts and Cecil A. Ellis urges 
the superiority of Lifo as compared with 
Fifo, on the ground that profits based on 
the Fifo method of accounting for inven- 
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tories reflect appreciation of inventories 
during periods of inflation and depreciation 
of inventories during periods of deflation : 
labour groups and investors are both mis- 
led by these concealed influences on dis- 
closed profits. 

Herbert D. Soper, in The Accounting 
Review, October, strongly advocates the 
setting up of inventory ‘‘reserves,’’ pro- 
perly computed ‘‘on a sound formula that 
measures substantially the estimated 
future loss inherent in the inventory by 
reason of price inflation.’’ Full disclosure 
of the amount and use of such ‘‘reserves’”’ 
should be made, and this may best be done 
in the income statement by showing the 
charges as ‘‘the last deduction before net 
income.’’ In the balance sheet the prefer- 
able location is on the liability side. 

References in the U.K. journals to ac- 
counting problems resulting from inflation 
are comparatively few in recent months. 
However, D. C. Benton, in The Account- 
ant, October 2, in a short article suggests 
the re-valuation, by reference to index 
numbers, of fixed assets, the wr‘ting-up to 
be carried to a reserve account, presum- 
ably shown in the shareholders’ funds sec- 
tion of the balance sheet, and consequential 
adjustments to the amount of depreciation 
provisions. 


FORM AND CONTENT OF PUBLISHED FINANCIAL STATEMENTS 


Rivalling, if not surpassing, the interest 
shown in inflation accounting is the atten- 
tion being given in all English-speaking 
countries to the form and content of pub- 
lished financial statements of companies. 
This month a large number of articles has 
come under notice, particularly in the 
American journals. An editorial in The 
Journal of Accountancy, September, dis- 
cusses the desirability of publication, as 
supplements to the conventional income 
statements, new forms of statements de- 
signed to explain results of operations in 
a manner which will be clear to the general 
public. In U.K. such statements have be- 
come fairly common, and are picturesquely 
described as ‘‘cutting the cake’’ state- 
ments. 


J. A. Fuller, in Cost and Management 
(the official journal of the Society of In- 
dustrial and Cost Accountants of Canada), 
September, also discussed the need for 


company statements which will ‘‘tell their 
story to employees, shareholders and pub- 
lie’’; and in the same issue of that journal, 
J. M. Thompson and William A. Paton 
both trenchantly criticize existing stan- 
dards of presentation of financial state- 
ments. Another editorial in The Journal 
of Accountancy, September, urges the 
publication of more informative income 
statements and goes so far (by Australian 
standards) as to say that sales, cost of 
goods sold, non-operating charges and 
credits, and income tax are essential items 
of disclosure. 


Still another editorial note in The 
Journal of Accountancy, September, refers 
to a preliminary analysis of 2,000 com- 
pany reports submitted in an annual sur- 
vey and competition sponsored by Finan- 
cial World. Significant trends disclosed by 
the analysis are the increasing size of the 
reports, the increasing use of maps and 
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charts, and the growing tendency to at- 
tract attention by bright cover designs, 
coated paper and metallic ink. ‘‘Increas- 
ing emphasis is placed on the annual re- 
port as a public relations document, with 
copies sent to leaders in the community 
and the nation accompanied by an appro- 
priate letter from the president of the 
company.’’ Daniel J. Hennessy, president, 
Controllership Foundation, in the same 
issue of The Journal of Accountancy, sum- 
marizes the findings of a survey recently 
conducted for the Foundation as to the 
financial information which people want to 
know about a corporation. 

In the Canadian Chartered Accountant, 
August, Earle C. King, chief accountant 
of the Securities & Exchange Commission, 
discusses New Trends in Published Re- 
ports, and the attitude of the S8.E.C. to- 
wards inventory reserves and other con- 
troversial points of presentation. Interest- 
ingly, he deprecates the attempt to substi- 
tute ‘‘everyday’’ language for technical 
terms, and stresses the point that ‘‘cutting 
the cake’’ statements should not be used 
as a substitute for the conventional forms 
of statements, nor indeed be allowed to 
subordiate the interpretative value of the 
conventional forms. Mr. King has also an 
article on Presentation of Pertinent Data 
in Financial Statements in The Account- 
ing Review, October, and one on The In- 
come Statement — Problem Child of Ac- 
countancy in the New York Certified Pub- 
lic Accountant, June, in which he dealt 
with differences in the attitude of the 
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S.E.C. and the American Institute of Ae- 
countants towards the question of the ‘‘all- 
inclusive’’ income statement. Professor T. 
H. Sanders, in the New York Certified 
Public Accountant, September, replies to 
Mr. King, and in particular maintains that 
*‘the whole truth can better be told by 
dividing (charges) into two groups, those 
which had better be charged to the income 
statement, and those in which the nature, 
magnitude and circumstances of the 
amounts involved will be more clearly con- 
veyed to the investor by a direct entry to 
Surplus’’ (i.e., in Australian terminology, 
to Profit and Loss Appropriation 
Account). 


It will be remembered that in June, 
1936, the executive committee of The 
American Accounting Association issued a 
tentative statement of accounting prin- 
ciples relating to the financial reports of 
business corporations, and that this was 
followed in 1941 by a revision entitled 
Accounting Principles Underlying Cor- 
porate Financial Statements. The Account- 
ing Review, October, contains a third state- 
ment by the committee, reaffirming and re- 
stating certain preliminary considerations 
expressed in the 1941 statement. 


Carmon G. Blough, in The Journal of 
Accountancy, October, considers Current 
Problems in the Presentation of Financial 
Information, with particular reference ‘to 
the effect of ‘‘income’’ of inflation, the use 
of Lifo, the problem of reserves and the 
adequacy of old standards of disclosure to 
present-day conditions. 


AUDITING THEORY AND PRACTICE 


Regular readers of U.S.A. and U.K. ac-' 
countancy journals in recent years cannot 
fail to have peen struck by the curious fact 
that, whereas the U.K. journals were tend- 
ing to give greater attention to cost ac- 


counting problems, those published in 
U.S.A. were turning to discussion of finan- 
cial accounting problems. The explanation 
lies, of course, in the different stimuli to 
the development of the accounting profes- 
sion in the two countries during the nine- 
teenth century. Financial accounting, fos- 
tered in U.K. by compulsory audit pro- 
visions became the backbone of the ac- 
countancy profession in that country and 


was naturally highly developed compara- 
tively early. Cost accounting, nurtured by 
intensive large-scale manufacturing indus- 
try in U.S.A. reached its highest pitch in 
that country much earlier than in U.K. 
The lessons of the depression years, the 
setting-up of the Securities and Exchange 
Commission, and co-operation between the 
American Institute of Accountants and 
the New York Stock Exchange have all 
contributed to an awakening and strength- 
ening of interest in U.S.A. in financial 
accounting problems, such as those of 
presentation of financial statements and 
auditing. The drive for industrial effici- 
ency in U.K., on the other hand, has 
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aroused and intensified interest in cost ac- 
counting. These divergent tendencies, 
which are all to the good from the stand- 
point of international progress in account- 
ing, are particularly marked at the pre- 
sent time. It is not surprising, therefore, 
that the journals in U.S.A. should be ap- 
parently more actively concerned with 
financial accounting problems, and those in 
U.K. apparently more actively concerned 
with cost accounting. This month, all the 
articles on auditing which have come un- 
der notice appeared in American journals, 
practically all on cost accounting appeared 
in U.K. journals. 

The Journal of Accountancy, Septem- 
ber, has an article by Ross T. Warner, on 
Suggestions for Improving the Auditor’s 
Report, and one by C. C. Sparks on Fit- 
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ting the Audit Program to Punched Card 
Accounting Systems. The October issue 
contains articles by William D. Cranstoun 
on A New Look at Basic Auditing Tech- 
niques (in which the use of statistical 
sampling methods in auditing is sug- 
gested), and one by Charles J. J. Cox on 
Should Auditor’s Opinion Comment on 
Internal Control Procedure? The Canadian 
Chartered Accountant, September, con- 
tains an address by R. H. Wood on Inter- 
nal Audit, its History, Scope and Func- 
tions; and the New York Certified Public 
Accountant, October, publishes an audit- 
ing ease study by Alfred C. Marks, which, 
dealing with an actual department store 
audit, is the third of a series prepared by 
individual members of the Committee on 
Auditing Procedure of the American Insti- 
tute of Accountants. 


COST ACCOUNTING 


A series of three articles by N. G. Lan- 
easter on Developments in Cost Account- 
ing appears in The Accountant, August 
21, 28 and September 4. Mr. Lancaster 
gives particular attention to Standard 
Costs, and describes a system for use by 
a medium-sized engineering concern. This 
example begins with the preparation of a 
monthly profit and loss account and leads 
up to the use of flexible budgets and cost- 
ing formulae to interpret the variances. 
Interesting comments on Mr. Lancaster’s 
articles by Donald Cousins appear in The 
Accountant, October 30. Clive de Paula 
(a deservedly greatly honoured name in 
English accountancy) also has an article 
on Elements of Costing, with Special 
Reference to Standard Costs, in The 
Accountant, November 6. 


Cost and Management, October, has in- 
teresting articles by Ralph C. Mark, on 
The Accountant’s Place in Management, 
and by John B. Thurston, on The Growing 
Importance of Modern Marketing and In- 
ternal Auditing in Relation Thereto. Paul 
G. Brown, in The Journal of Accountancy, 
September, has a short article on Analysis 
and Control of Distribution Costs; and R. 
D. Sheer, in The Accountant’s Journal 
(N.Z.) describes the manner of calculation, 
and the use, of machine-hour rates in an 
engineering factory. 

In The Accounting Review, October, H. 
N. Broom describes a method of account- 
ing for inter-departmental profits in a 
manufacturing concern; and_ Richard 
Meth, in The New York Certified Public 
Accountant, October, examines the tech- 
nique of apportionment of chain store 
expenses. ; 


ACCOUNTING DOCTRINE 


Gordon W. Stead, in The Accounting 
Review, October, makes what he describes 
as a ‘‘first approximation’’ to a synthesis 
of accounting doctrine and to a sorting- 
out of ‘‘the obvious confusion that pre- 
sently surrounds the search for prin- 


ciples.’’ In the same journal, Daniel Borth 
discusses the meaning of ‘‘consistency’’ as 
used in audit reports in U.S.A., and M. A. 
Binkley draws attention to the Limitation 
of Consistency. 
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CLASSIFICATION OF PREPAID EXPENSES 


The old controversy as to whether pre- 
paid expenses should be classified as cur- 
rent assets is raised by E. Earle Tomlins 
in The Journal of Accounting, September. 
Mr. Tomlins holds that ‘‘current assets 
should be assets that are available during 
the subsequent accounting period for con- 
version into cash with which to liquidate 


liabilities’’ and that ‘‘it is contrary to all 
principles of reason to classify an item, 
which has no salvage value, as a current 
Other considerations apart, one 
whether he has overlooked the 


asset.’’ 


wonders 


fact that prepaid insurance at least, has a 


‘‘salvage value.’’ 


ACCOUNTANTS AND TAX PRACTICE 


In previous notes on current problems 
overseas, references have been made to the 
action taken by certain bar associations in 
U.S.A. to prevent accountants acting as 
advisers on income tax law. We cannot 
refrain from quoting, from The Journal of 
Accountancy, October, the devastating 


reference by a C.P.A. to Luke 52:11: 
‘‘Woe unto you, lawyers! for ye 
have taken away the key of know- 
ledge: ye entered not in yourself, and 
them that were entering in ye hin- 
dered.’’ 


PROFESSIONAL RESPONSIBILITIES, EDUCATION AND TRAINING 


The Journal of Accountancy, October, 
contains several comments on education, 
training and responsibilities of account- 
ants, to which unfortunately only brief 
reference can be made. They are: 

An article by Leo A. Schmidt on a 
conference of accountants and deans 
of schools of business convened by the 
School of Business Administration of 
the University of Michigan to consider 
the problem of the relationship of the 
schools and the profession as it mani- 
fests itself in the placement of ac- 
counting graduates. 

An article by William W. Weintz 
on What the Professional Responsi- 
bility of the C.P.A. Means to the 
Public. 

An article by Paul Kircher on Nine 
Ways to Promote Loyalty in a Public 
Accounting Firm. 

The Accounting Review, October, con- 
tains articles by Alvin R. Jennings, on 
Staff Training, Present and Future, and 
by Thomas D. Flynn, on Staff Training 
Programmes. The Canadian Chartered 
Accountant, September, has an interesting 


and useful article, by a successful candi- 
date, on Preparing for Examinations. C. 
O. Merriman, in The Accountant, Septem- 
ber 18, reviews a booklet of twelve papers 
read at the sixtieth anniversary meeting 
of the American Institute of Accountants, 
the main theme of which was the challenge 
to the accounting profession. In Mr. Mer- 
riman’s words, ‘‘History has thrust the 
accountant into a crucial role. The business 
community has singled him out to assume 
leadership in elucidating many of the 
nation’s economic problems. Can he accept 
the challenge and apply his skill in de- 
veloping and perfecting the new tech- 
niques modern accountancy demands of 
him ?’’ 

In The Accountant, October 9, E. G. 
Turner offers sound advice to the newly 
qualified chartered accountant; and in the 
issue of September 25, he makes pertinent 
observations on practising accountants’ 
fees and the way in which a formula may 
be established to arrive at them. Strange, 
when one comes to think of it, that the 
question of fees is scarcely ever discussed 
in the accountancy journals! 
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LEGAL SECTION 


Edited by M. C. Tentson Woops, u1.3B. 


WHEN NOISE IS SUFFICIENT TO CONSTITUTE INTERFERENCE WITH 
ENJOYMENT OF NEIGHBOURING PROPERTIES. 


In order for noise to constitute a nuis- 
ance it must appear that, according to 
reasonable standards, the noise is unusual 
or excessive, and materially interferes with 
the ordinary comfort of persons living in 
the particular locality (Dunstan v. King, 
[1948] V.L.R. 269. 

The decision in this’ case has a practical 
bearing on the rights of persons who have 
originally gone far afield to live, but whose 
seclusion is now threatened by the expan- 
sion of industry. 

It was an action brought by four resi- 
dents of Bayswater, and it was founded on 
the allegation that in the course of oper- 
ating a saw-mill in the neighbourhood the 
defendant, King, had interfered with the 
quiet enjoyment of their properties by 
reason of the prolonged and excessive noise 
emitted from a saw-bench and a diesel 


engine, and by smoke and oil fumes there- 
from. 

Bayswater is about 20 miles from Mel- 
bourne, in the foothills of the Dandenongs. 
Because of its quietness and beauty it is 


favoured by artists as a place to live. The 
plaintiff, Dunstan, had lived on his pro- 
perty, which was situated about three- 
quarters of a mile from the township of 
Bayswater, since 1927, and occupied it both 
as a home and as a studio where he and 
his wife lived and practised their work as 
artists. He selected the sight originally 
because it was in pleasant rural surround- 
ings with good scenery and was a quiet 
secluded place free from interruptions and 
noise. There were only private homes in 
the vicinity of the plaintiffs’ properties, 
and no shops or factories within half a 
mile of their homes, It appeared that the 
defendant commenced his saw-milling oper- 
ations early in November, 1947, on pro- 
perty adjoining that of the plaintiff, Dun- 
stan, and that he was engaged in sawing up 
logs of timber into palings. He operated 
a saw-bench and diesel engine for the pur- 
pose. The noise from the saw-bench was 
loud and disturbing, and was increased 
when the diesel engine operated. . Further 
noise was also caused when the saw was 


being sharpened and the teeth ground by 
a power-driven emery wheel. Bark and 
other rubbish were burnt by the defendant 
and emitted a strong smoke while the fumes 
from the diesel engine caused an unpleas- 
ant smell. 


Of the other plaintiffs, one was a scien- 
tifie worker employed at a scientific insti- 
tute and he and his wife are a young 
couple with young children; another was 
a man approaching retiring age, and he 
and his wife both suffered from ill-health 
and their purpose in going to Bayswater 
was to live in quiet surroundings; and the 
fourth plaintiff was a middle-aged woman 
in charge at night of the telephone ex- 
change, and therefore having to sleep dur- 
ing the day. 

From the time that the defendant ob- 
tained a lease of the land on which he was 
to carry on his business and before he com- 
menced operations thereon, the plaintiffs 
sought unsuccessfully to dissuade him from 
going on with his project. 

The Court found that the noise of the 
saw was excessive, and that the sudden 
outbursts of noise when it engaged the 
timber, occurring as they must at irregular 
intervals unpredictable by the plaintiffs, 
constituted a serious interference with their 
reasonable comfort. The Court was also 
satisfied that the noise of the engine, 
though not of the same intensity, had the 
quality of ‘‘daily relentlessness’’ that con- 
stituted it a similar interference. The 
Court considered that the fumes of the 
oil and smoke were irritating but were not 
of such an offensive nature that it would 
be disposed to enjoin the defendant if they 
had been the only ground for complaint— 
that they were merely a subsidiary annoy- 
ance. The Court accordingly granted an 
injunction to restrain the defendant from 
carrying on his saw-mill in such manner as 
to commit a nuisance to the plaintiffs by 
the emission of noise. 

In applications of the above kind, the 
type of locality is an important consider- 
ation. It was a fact, as Counsel for the 
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defence strongly urged, that there were 
other saw-mills in this district but there 
was no industrial undertaking within 
reasonable distance of this particular 
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locality. This particular locality had the 
character of a quiet countryside, and the 
noise of the mill was more insistent and 
assertive there than it would be in a city 
or industrial area. 


EFFECT OF DIRECTION IN WILL FOR PAYMENT OF “TESTAMENTARY 
EXPENSES INCLUDING SUCCESSION DUTY”. 


Section 31 (2) of the Death Duties Act 
1921 (N.Z.) provides for the incidence of 
death duties by making succession duty 
payable out of the property in respect of 
which the duty is assessed and by paying 
estate duty payable out of the property 
comprised in each succession, but in each 
ease subject to the directions of the will so 
far as regards any property which is sub- 
ject to the dispositions of that will. 

A testator by clause 3 of his will pro- 
vided as follows: ‘‘I give devise and be- 
queath all my real and personal property 
of whatsoever nature and kind and where- 
soever situate unto my trustees upon trust 
to sell call in and convert the same into 
money and to pay my just debts funeral 
and testamentary expenses including suc- 
eession duty and including the cost of a 
headstone over my grave and to stand 
possessed of the balance thereafter remain- 
ing upon the following trusts... ”’ 

Clause 21 of the will was in these words: 
‘I acknowledge that prior to making this 
will I have made a gift of my livestock 
to my son Harold. This gift is not to be 
brought into account when administering 
my estate.’’ 

The first question raised was whether the 
above s. 31 prohibited a testator from 
‘ directing by his will that his actual estate 
should bear the duties on his notional 
estate. Both divisions of the Court of 
Appeal sitting together unanimously held 
that it did not. . 

The next question raised was Whether the 
testator’s directions in his will had the 
effect of negativing the statutory incidence 
of duty upon the notional estate and of 
throwing the liability for that duty upon 
the residue of the actual estate. 

After traversing, in the separate judg- 
ments, the various decisions relevant to the 
above, and also the power of the Court of 
Appeal to overrule judgments of that 
Court, and making observations on the 
desirability of preserving consistence of 
decision with the Courts of Great Britain 


and of other Dominions, the Court held as 
follows : 

(1) The language of a clause in a will 
in common form authorising payment of 
testamentary expenses has a_ disposing 
effect so as to throw upon the residue of 
the testator’s estate the estate duty payable 
on the actual estate. If the clause defines 
the term ‘‘testamentary expenses’’ to in- 
clude succession duty, then the clause must 
be presumed to have a disposing effect so 
as to throw upon the residue the payment 
of both the estate and succession duty pay- 
able on the actual estate; 

(2) In New Zealand, a testator should 
not be taken to intend the clause in some 
common form (whether or not it defines 
the term ‘‘testamentary expenses’’ to in- 
clude succession duty) to have a disposing 
effect in relation to his notional estate—i.e., 
estate which is not the property of the 
testator and is not subject to the disposi- 
tions of his will—since a clause which 
merely repeats the liability of an executor 
should not, of itself, be regarded as indi- 
eative of an intention on the part of a 
testator to vary the statutory incidence of 
liability upon the notional estate; 

(3) The principle to be applied in deter- 
mining whether or not a testator’s direction 
includes duties on the notional estate is 
that, unless there is to be found a sufficient 
unambiguous direction in the will to the 
contrary, the estate and succession duties 
in respect of the notional assets are payable 
out of those assets and not out of the 
testator’s actual estate disposed of by his 
will (so held by both Divisions of the Court 
of Appeal sitting together (Fair and 
Cornish, JJ., dissenting) affirming the 
judgment of Sir Humphrey O’Leary, C.J.) 
in In re Rayner (deceased); Daniell and 
Others v. Rayner and Others, [1948] 
N.Z.L.R., p. 455. 

In the course of his judgment Smith J. 
said at pp. 476, 477: ‘‘In my opinion, this 
Court should hold that the common form 
used in el. 3 of this will has a disposing 
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effect in relation to the testator’s actual 
estate. Leading authorities supporting 
this view are In re Holmes; Beetham v. 
Holmes, [1912] 32 N.Z.L.R. 577; and Hill 
v. Hill (1933), 49 C.L.R. 411. But the 
Court should also hold I think for two 
reasons, that the common form used in 
el. 3 was not intended by the testator to 
have a disposing effect in relation to the 
testator’s notional estate. First, a common 
form which, in one aspect, merely repeats 
the legal liability of an executor should 
not, of itself, be regarded as indicative of 
an intention on the part of a testator to 
vary the statutory incidence of liability 
upon the notional estate—.e., estate which 
is not the property of the testator and is 
not subject to the dispositions of his will. 
Secondly, if the common form could be 
regarded as so indicative, the testator’s 
direction in this ease is not clear enough 
to justify the-conclusion that the testator 
intended to supersede the incidence of duty 
upon the notional estate fixed by the statute 
and to render that incidence subject to his 
direction. Apart from the fact that the 


February, 1949 


form, a matter 
on this second 


direction is in common 
which is also relevant 
ground, the use of the word ‘‘my”’ as 
qualifying ‘‘testamentary expenses includ- 
ing succession duty’’ raises an ambiguity. 
It is not clear that the testator intended to 
refer to duties other than those payable 
on his estate in the sense of his actual 
estate: see Hill v. Hill (supra). The New 
Zealand authorities in the Supreme Court, 
on this second ground, are dealt with by 
my brother Finlay, and I need not refer 
to them. 


Furthermore, in my opinion, cl. 21 of 
the will is not sufficient, either by itself or 
taken with cl. 3, to constitute an unambig- 
uous direction in respect of the duty pay- 
able on the notional estate ... Whatever 
be the precise meaning, the testator’s diree- 
tion does not clearly and unambiguously 
show that he intended that any further 
duty on the gift of the livestock should be 
paid out of the testator’s residuary estate. 
In the absence of a direction of that char- 
acter, in relation to notional estate, the 
statutory direction stands.’’ 











